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The Man in the Ranks 


How He Benefits Through Scientific Management 
By Ernest S. SuFFERN, C.P.A. 


The aim of modern enterprise is profit through increased pro- 
ductiveness. This means that from the same number of people 
working we shall produce more supplies and render more services. 
This we do by making better use of our present resources, and 
by adapting to our use the new forces and powers of the world 
that we are constantly discovering. More and more do we 
harness the earth to do our bidding. We are therefore far richer 
both individually and collectively than in former times. 

This tendency toward increased production through increased 
effectiveness has a sound foundation in the modern conditions 
and relations of business. There are those who, hearing it 
preached as a gospel, have not unnaturally thought it a fad. It 
is, however, only the culmination of a slow and continuous 
growth. 

It is over eighty years since Carlyle wrote: “ This is the age 
of Machinery in every outward and inward sense of that 
word. . . . For the simplest operation, some helps and accom- 
paniments, some cunning abbreviating process is in readiness. Our 
old modes of execution are all discredited and thrown aside.” 

It has been claimed that this tendency for combined usefulness 
through improved methods and concentrated endeavor means a 
constantly narrowing horizon to the individual worker; that 
the logical effect of modern conditions is to heap up fortunes for 
the few at the expense of the great mass of average men. This 
fear is not unnatural, but it is not warranted either by the changes 
that have come about in the position and relation of the em- 
ployee, or by the conditions existing and developing to-day. 
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Every scientific discovery, every mechanical invention, is a 
new adaptation of nature’s assets to man’s uses. Human en- 
deavor becomes, by each advance, so much the more valuable. 
Man’s services are being employed less and less to do things 
which can be done mechanically, or by some application of na- 
ture’s forces, more and more to duties and work which human 
ability alone can accomplish. 

The time has been when nearly everything was done by animal 
power and when most men were valued for their brute force. 
The Greek fleet was propelled by galley slaves. Their fighting 
strength lay in the physical prowess of their men, and in some 
few mechanical devices by which human strength was applied in- 
directly but much more effectively. To-day our ponderous fleets 
proceed under power from coal or oil, vastly bigger, swifter, 
stronger, and with a power of destruction in the black powder and 
heavy projectiles that cannot even be compared to the muscular 
power of any animals. A few hundred years hence—at most— 
these navies will not exist, for it is not to be supposed that in 
this sensible and economic era such a gigantic and unnecessary 
waste will be continued. It can offer no economic or utilitarian 
excuse for being. Sooner or later the pressure of public opinion 
will bring nations to an agreement and broadmindedness which 
will enable each to go about its business on the basis and with 
the spirit of enlightened men. 

Even after man ceased to be of value for his brute force, 
and assumed relations according to his skill and ability, his eco- 
nomic progress has been slow. An employer has always been 
entitled to receive a profit as the earning of his capital. There 
has, however, been no clearly defined basis by which one could 
rightly determine the relative contribution of the capital and of 
the worker. The basis of wage has been the necessities of the 
employee, and the capitalist has given the minimum necessary to 
get the man to work. 

Under former conditions there has been an economic reason 
for the association of men as employer and employee; namely, 
capital. There has, however, been no economic advantage. Ex- 
cept for a slight improvement in the tools used, there has been 
no increase given to the amount produced by the individual. 
Also, no man had added facilities or was a bigger producer than 
he might have been on his own account. The fact of association 


566 


The Man in the Ranks 


added nothing. Nor from one generation to the next was there 
any material change in the amount that one person could do. One 
man could plow about as many furrows as another, or hoe as 
many rows, or hammer out as much iron. The day of increased 
productivity had not yet come. 

In the more modern conditions of business we can see the 
combined effect of many men working in unison and in relations 
which give a result much bigger than could be obtained by the 
same number of individuals working separately. They have be- 
gun to take advantage of nature in a big way. In fact, all sorts 
of mechanical aids and systematic methods are combined to cre- 
ate a powerful business unit. The individual under this régime 
obtains a certain increased effectiveness through the application 
of all of his endeavors along the line of his adaptation and his 
training. 

In this way large manufacturing plants have been established, 
and hundreds or thousands of workmen brought together into 
one plant, and under one control. From the workman’s point of 
view there have been some serious defects under this system. 
There has often been too little initiative given to the individual. 
Sometimes the men have been compelled to work under bad 
conditions. They may have been allowed to feel that they were 
trifling items in a vast concern, and that their welfare or their 
future were not of vital importance. There has been a tendency 
to keep the laborer down to the minimum wage and there has 
been too little study of the workman’s rights and of the way to 
give him more opportunity. 

The employers of labor have certainly made grave mistakes. 
Many of them have been content to let the men struggle along 
with poor pay, unsanitary or unnecessarily difficult or dangerous 
conditions, and without hope. Only as they have been compelled 
to, have they met one by one the just demands which they should 
have foreseen and voluntarily anticipated. 

This neglect of the rights of the workingman has been re- 
sponsible for the development of the labor unions of to-day. 
Since no single laborer was in a position to protest against any 
measure, no matter how unjust, and since united they would be 
able to make their protests felt, their only resource lay in uniting. 
Had employers been more liberal, labor unions might not have 
grown so strong, but many employers in their short-sightedness 
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have tried even to make their apparent concessions of no effect. 
To offset an advantage conceded, they would endeavor to apply 
a new burden at a different point. The piece-work system of 
pay furnishes endless examples of this sort. The object of this 
system is to distribute the pay according to the amount of goods 
that each man is able to produce. Instead of paying a man the 
same amount whether he works well or not, under the piece-work 
plan each man receives pay for the work done. To arrive at 
a basis for determining the standard of pay, it is customary 
in each department of a factory to find out the number of parts 
made, and the total payroll cost of manufacturing them. This 
gives the ratio of cost to the number of pieces, and hence the 
price which is being paid for each piece manufactured. Many 
plants in installing the piece-work system would make the scale 
of pay the same as that of the previous cost. This gave the 
men an incentive to increase their output and thus their pay. 
Numberless times this method has been used to increase the effect- 
iveness of men, and when they were producing more goods for 
more pay there would be a revision in the basis which would cut 
the men down to a lower scale. 

In some cases it is the superintendent or the foremen who are 
responsible for this short-sighted policy, but the workmen have 
too often suffered from petty unfairness, lack of opportunity 
and incentive. 

In combination workers have a strength that they do not have 
separately. Thus the labor unions have been in a position to 
discuss terms and obtain conditions of employment that singly 
they could never have obtained. Much improvement in the con- 
ditions of work and the rates of pay is to be credited to the 
united efforts of the men through the labor organizations. The 
trouble on this side as on the other has been a short-sightedness 
which has put petty advantages above the spirit of fairness. 
There have been notable cases where labor unions failed to rec- 
ognize a big spirited act on the part of some employer, or the 
occasions where the men were given real opportunities. It takes 
a long time for any of us to learn that concessions may be ob- 
tained at too big a price. Laborers have sometimes forced their 
rates of pay to a point that has made manufacturing unprofitable, 
and that has reacted unfavorably not only to themselves but to 
their entire district. Similarly to offset a possible cut if produc- 
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tion were increased, labor unions have often adopted a policy 
of limiting the output of the individual. Their claim is that 
it is necessary for the poorest workman to live, and that therefore 
a standard of work should be maintained by all which will not 
exceed the capability of the poorest workman. There is too obvi- 
ous a deadlock when the employer and the employee, each fear- 
ing the other, attempt to hold all for themselves by main force, 
not having learned the bigger policy of mutual codperation. 

The same conditions of organized and combined activity apply 
in business offices as in the manufacturing plant. The man in the 
ranks in the large office has been meeting as many obstacles to 
progress as the man in the shop. In the factory there are two 
elements in the results obtained—the man’s work and the ma- 
terial worked. In the office there are no tangible materials, and 
the results depend solely upon the people employed. Nowhere 
has there been a greater hindrance to development than in many 
of the large offices. Nowhere is there a greater opportunity for 
profitable reform. A business that has routine duties for many 
persons should have a need for them to develop to positions of 
greater responsibility. If not, it is safe to say that it is running 
on old momentum and needs new steam. 

The movement for effectiveness is based on codperation. It 
springs from a deep-seated realization that the most profitable re- 
sults for all are to be obtained by working in harmony. And 
people can only work to their best when each feels a vital interest 
in the results obtained. Each must know that he is getting a 
reasonable return for his contribution. Further, each must know 
that his interests are vitally linked with those in which he is 
working. 

After all, we are probably taught by our desires, and gen- 
erosity and fairness are probably increased through our realiza- 
tion that they not only satisfy our own consciousness, but that 
they pay. When we learn that we can have more benefits by 
becoming less greedy we become less greedy. We at least become 
less short-sighted. If wisdom and necessity still enter into our 
plans, it is a bigger spirited and more far-seeing wisdom. 

Scientific management means effectiveness through the elim- 
ination of waste energy. The proposition is easily demonstrable 
that a great part and generally the greater part of all energy is 
wasted. If a skilled workman spends five minutes to get some 
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materials that an unskilled boy could equally well bring, there is 
an evident waste of energy. If an unskilled man is employed in 
carrying materials when by a rearrangement of machines that 
carrying could be eliminated, there is an obvious economic waste. 
If men are employed to do what machines could do equally well 
or better, or if a different application of mechanical appliances 
would accomplish the same result by the expenditure of consid- 
erably less horsepower, the same waste of energy is apparent. 
Among brain workers of all classes the same rule applies. Few 
men obtain a result to be compared with the possible effect of 
a better application of the same business energy. 

The purposes and fundamental propositions of scientific man- 
agement might be summarized as follows: 


Every duty should be performed by that instrumentality 
to which such duty is its most important work. Or, stated 
otherwise, each person should apply his energies along the 
line of his greatest value, and should delegate every other 
fask to that person best able to perform it, and to whom it 
will be his present best service. 


Each person should work under conditions which assure 
his best work, his complete interest, and the involuntary con- 
tribution of his whole-hearted endeavor. 


Each individual must feel a proprietary interest, and must 
see a chance for development. 


As abstract theories everyone agrees that the foregoing ideals 
are commendable. As definite propositions which can be success- 
fully applied to any business, those who have not seen the appli- 
cation of the policies of scientific management may have their 
doubts. There are so many reasons alleged why it is not ap- 
plicable to this or that line of business. It may be that the busi- 
ness is one in which there is a vast amount of clerical detail 
when clerks spend year after year transcribing, tabulating, and 
distributing the itemized records of transactions. This sort of 
work is becoming more and more the province of machines. 
With the improved devices constantly being perfected, it is safe 
to assume that in a very few years a few machines and skilled 
operators will take the place of the large staffs previously used. 

When many clerks are employed to do detail and routine 
work it is safe to say that few of them are doing the best work 


570 


: 


The Man in the Ranks 


they could perform. They are in a cramping rut which keeps 
them from the opportunity they crave. 

Perhaps there are too many men for the work. Perhaps by 
organization and the arrangement of the most favorable condi- 
tions, one-half of the number could accomplish more than all have 
heretofore done. A story is told of a Canadian banker who was 
studying the systems and methods of the various French banks. 
He is reported to have remarked to the Director General of one 
of the largest French institutions that by making certain changes 
it would be possible to reduce their staff by several hundred em- 
ployees. The director is said to have replied: “ But what will 
these several hundred men do then?” 

As a matter of fact, it is a short-sighted policy to employ two 
or three men to do what one could do if the business were better 
organized. Also it is no charity. The two or three men are 
paid proportionately, and they together divide a real man’s pay. 
Besides, the business with too many employees is stagnant. It 
is not on the road for effective growth. 

Experience has shown that the installation of improved ma- 
chinery and methods has never long displaced men from a pro- 
ductive place. Human ability is the greatest business asset. 
Whenever men are doing what can better be done by fewer men 
and perhaps with the aid of mechanical appliances, human pro- 
ductivity can be by that much increased. Those who have been 
doing work relatively unproductive must find a channel of greater 
usefulness. They will become greater economic factors, and the 
world is the gainer. 

One steam shovel can to-day move more dirt than a large gang 
of men with picks and shovels could do previously. There is no 
dearth of work, however, for those men who, under former con- 
ditions, would have been doing the steam shovel’s work. There 
is a need and place for every person who can and will contribute 
to the production of the business world. To-day more than ever 
the human equation is the greatest factor in business operations. 
It is the constant leveler, developer, and readjuster of conditions. 
If it were not so we should be in the power of the men that 
have and the conditions that are. 

Not only does scientific management take into consideration 
the individual, it starts with the individual. By the applications 
of the propositions previously stated, businesses are being or- 
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ganized and duties are being arranged taking into consideration 
the abilities and bent of each worker. By the increased effective- 
ness of the individuals the combined effectiveness is obtained. 
Like all advances which have not yet begun to show the scope 
and strength of their grounding, this movement for scientific man- 
agement has occasioned some criticism and some skepticism. In 
the midst of various demonstrated successes that have been 
achieved, certain failures have been made due to incompetent or 
incomplete application of the principles of effective organization. 
But those who have watched the thorough exponents of these 
principles have seen definite and substantial results achieved. 
Both in office and factory it has been shown that the scientific 
and consistent application of clearly defined rules of organization 
and method have produced and must always produce great and 
far-reaching results toward increased effectiveness. This greater 
effectiveness means to the proprietors larger profits, greater sta- 
bility and a bigger spirit. To the man in the ranks it means 
proper recompense for his best service. It also means an op- 


portunity. 
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A Municipal Cost System 
By D. Cart Ecocreston, M.E., C.P.A. 


How THE PRINCIPLES OF Cost ACCOUNTING ARE APPLIED 
TO TEAMING, STONE CrUSHING, RoapD MAKING 
AND REPAIR WorRKE IN A LARGE CITY. 


The subject of municipal cost accounts has not received much 
attention in the public press, whatever thinking along this line 
may have been done by municipal accounting officers. Work in 
process of construction does not generally belong in a municipal 
balance sheet and costs are not required in order to obtain a 
monthly loss and gain statement. However, the principles of 
cost accounts can be applied with advantage to the work of those 
departments doing construction and repair work. 


DEPARTMENTS REQUIRING Cost ACCOUNTS 


Reference to the budget of a city shows that the street depart- 
ment is in charge of all expenditures made from the appropria- 
tions for : 

Highways and Streets, 
Block Paving, 

General Sewers, 
New Sewers, 

Bridges. 

In order to illustrate the method of operating municipal cost 
accounts the system in use by a city of one hundred thousand 
population will be explained as it is easier to grasp the principles 
involved than in the case of a larger city. 


INVENTORY 


An inventory of the street department stock taken at the close 
of business on December 31, 1909, showed the following amounts : 


Highways and Streets. $42,896.94 

General Sewers, Stock on Hand..............-. 243.39 


New Sewers, Stock on Hand....... . ......... 1,536.89 
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which were credited the respective appropriation accounts on the 
city auditor’s books and later appeared among the current assets 
on the municipal balance sheet. Debit and credit balances to 
accounts receivable and balances on uncompleted construction 
jobs were carried forward so that an exhibit taken from the books 
of the street department January 1, 1910, appeared as follows: 


Accounts RECEIVABLE—SIDEWALK ASSESSMENTS. Acct. No. 
Date Item Pat | Charges Date Item Fol. Credits 
1910 
Jan. 1 |Appropriation|] J $550.00 


Accounts RECEIVABLE—SEWER ASSESSMENTS. Acct. No. 


Date Item Fol. Charges) Date Item Fol, Credits 


= 


1910 
Jan. 1 |Appropriation| J | $3,000.00 | 


Deposit Funp ACCOUNT. Acct. No. 
Date Item Fol. Charges | Date Item Fol. Credits 
Jan. 1 Cash $1,000.00 
INVENTORY ACCOUNTS 
HIGHWAYS AND STREETS—CURBING, NEw. Acct. No. 1,081 
Date Description Pay Roll} Bills bar Balance 
1910 
Jan. 1 | Balance carried forward $1,200.00 
HIGHWAYS AND STREETS—FLAGGING, NEw. Acct. No. 1,171 


Date Description fPay Roll| Bills Bal 


1910 


Jan. 1 | Balance carried forward $30.00 
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HIGHWAYS AND STREETS—-MaAcapam, NEw. Acct. No. 1,231 


Date Description PayfRoll} Bills | Transfer) Transfer|) Balance 
1910 
Jan. 1 | Balance carried forward $400.00 


GENERAL SEWERS—CUuLVERTsS, NEw. Acct. No. 3,091 


Date Description ‘Pay Roi Bills Tage Lar Balance 
Jan. 1 | Balance carried forward $125.00 
NEw SEWERS—SEWERS BUuILT. Acct. No. 4,291 
Date Description Pay Roll| Bills | Transfer) Transfer!) Batance 
Jan. 1 | Balance carried forward $900.00 


Appraisal of city property entered in property ledger. 


The foregoing forms illustrate the manner of ruling on the 
ledgers in the street department. The cost accounts are kept 
separately on the columnar forms showing pay roll, bills, and 
transfers in order to make up the necessary statistics for the 
annual return to the Bureau of the Census. 


Key to Account NUMBER CLASSIFICATIONS 


Reference to the following key will explain the account num- 
ber classifications used: 
1,000. Highways and Streets, 
2,000. Block Paving, 
3,000. General Sewers, 
4,000. New Sewers, 
5,000. Bridges. 


The fourth place in front of the decimal point indicates the 
appropriation classification on the books of the street department. 
ooo. Ash Removal, 
o10. Blacksmith, 
020. Buildings Repaired, 
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030. Carts Repaired or Painted, 
040. Catch Basins, 
050. Collection of Ashes, 


060. Concrete, 
070. Crosswalks, 
o80. Curbing, 
ogo. Culverts, 


100. Diaphragm Pumps, 

110. Drains, 

120. Dust Layer, 

130. Eye Holes, 

140. Fences, 

150. Filling and Grading, 

160. Filling Holes and Washouts, 
170. Flagging, 

180. General Repairs, 

190. Granolithic, 

200. Gutters, 

210. Handling and Carting Stock, 
220. Janitor, 

230. Macadam, 

240. Main Office, 

250. Miscellaneous, 

260. Oil, 

270. Paving, 

280. Removing Snow and Ice, 
290. Sewers, 

300. Stable Office, 

310. Stable Yard Work, 

320. Stock, Carting and Handling, 
330. Stone for Crusher, 

340. Sweeping and Cleaning Streets, 
350. Teaming Account, 


360. Tools, 
370. Tool Houses, 
380. Walks, 


390. Water Supply. 


The second and third places in front of the decimal point in- 
dicate the object of an expenditure. 
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1. New Work or “ Outlays,” 
2. Maintenance and Repairs. 


The first place in front of the decimal point indicates whether 
an expenditure is an “ Outlay” for new work or is an expense. 

A number can be added after the decimal point if desired to 
show the street or location where work is done. 

Those familiar with the decimal system will readily under- 
stand the use of the key. For example, account number 1,171 
stands for new flagging of highways and streets; account number 
3,091 indicates new culverts on general sewers. It is expected 
that the key provides for making any desired combination re- 
quired in the classification of street department accounts. 


ROUTINE 


The city engineer lays out all streets accepted by the street 
department board, and the superintendent does work according 
to the engineer’s specifications. When work is completed the city 
engineer reports the quantity of work done and the figures are 
incorporated into the annual report of the superintendent of 
streets. 


Pay Rott DIstrIBUuTION 


Applications for employment are received at the city yard and 
those who have served faithfully in the past are given first choice. 
Each employee is given a number and his time is kept by foremen 
in time books ruled to show the man’s number, name, time and 
amount earned. Each night all of the street department em- 
ployees return to the city yard where the teams and tools are 
kept. On leaving the yard at night the employees file through 
the office of the city yard and report to the time clerk what jobs 
they have been on during the day so that a record can be made 
for use in the distribution of the weekly pay roll. 

An addressograph plate is made out for each employee and 
filed according to his number. From these plates pay rolls are 
made up weekly in triplicate. Time on foremen’s books is ex- 
tended, each clerk in the office taking a part of the alphabet, and 
the amount earned entered on the pay-roll sheet. When the orig- 
inal is completed the duplicate is written up and sent the city 
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auditor. Bras checks bearing the employees’ numbers are given 
out on pay day to be handed the paymaster in return for the pay 
envelopes. The triplicate pay-roll sheet is designed for distrib- 
uting the pay roll against general ledger accounts by using several 
columns as follows: 


Draft No. 1 Pay Roti DIstRIBUTION 
Week ending.......... 

No. Name Sundry Office Total 
1 | Adams, J. S. J/ 

2 | Arnold, A. B. / 

3 | Benson, F. C. / 

4 | Best, R. / 

5 | Collins, D. E. / 


ANALYSIS OF THE DRAFT 


Purchases of fifty dollars or more are made on bids as re- 
quired by ordinance. Each purchase order issued has a coupon 
attached to it, bearing the purchase order number and the request 
that the vendor attach the coupon to his invoice. Vendors’ bills 
are filed until the end of the month at which time they are ar- 
ranged by appropriation and then alphabetically. The draft is 
written up in duplicate and a copy sent to the city auditor with 
the invoices to be paid. The draft has a column for classifying 
the various invoices according to the account to be charged as 
follows : 


STREET DEPARTMENT DRAFT Page I 


Month of January, 1910 


No. Name Description Detail Total Class’n 


Abbot, A. F. 
Ames, C. K. 
Besson, P. A. 
Cudy, A. R. 
Curry, M. E. 


Aron 


The general ledger accounts are charged directly from the street 
department draft according to the account number classifications. 


578 


| | | 
t 


A Municipal Cost System 


Stores SySTEM 


Control over stores is exercised by a stock record system 
which is operated at the city yard by the storekeeper. All goods 
received are posted on a perpetual inventory card which shows 
at all times the balance on hand. There are two classes of requi- 
sitions in use called “ Inside” and “ Outside” requisitions, re- 
spectively. The former are for materials required by the street 
department and the latter are for materials required by other de- 
partments or persons in the city. Obviously the inside requisi- 
tions do not affect the appropriation of the street department 
while the outside ones do. All requisitions go from the city yard 
to the office of the street department where they are priced and 
entered on the stores distribution sheet as follows: 


StorEs DISTRIBUTION No. 


Month of 


Req. No. Description Detail Total | Classication 


From the stores distribution sheet the ledger accounts are 
posted according to the classification indicated. In the case of 
inside requisitions the classification is an account number and in 
the case of outside requisitions the name of the department or 
person drawing material is given. The latter class of requisitions 
forms the basis for billing the city or individuals for material sold. 


Cost oF TEAMING 


In connection with the city yard a stable is operated in which 
forty-four work horses and three driving horses are kept. At 
the commencement of business on January 1, 1910, the inventory 
of horses, teams, harnesses, hay, grain, etc., was set up to open 
the stable and teaming account. During the year this account was 
charged for labor, teaming, stock, and bills, as shown in the fol- 
lowing exhibit : 
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STABLE AND TEAMING ACCOUNT 


Description Labor | T&™-! Stock Bills Total 


Jan. 1, 1910. Stock on 
hand (horses, teams, har- 


nesses, hay, grain, etc.).. $23,466.00 
$22,573 .51\$53.81/$917 .96/$11,633.60) 53,178.88 
Carts repaired........... 1,039.42} 3.82] 319.05 731.90] 2,094.19 
Carts painted............ 1,615.37 1,615.37 
$66,803.32 

Dec. 31, 1910. Stock on 
26,053.90 
Cost of Teaming......... $39,849.42 

Charge for work team 
have done.. ...._.... 38,667.15 
$1,182.27 


At the close of business the above account was credited for 
the amount of the inventory, which gave $39,849.42 as the cost 
of teaming. A fixed charge was made for the work which teams 
did, so as to assess all departments equitably. During the period 
covered by the foregoing exhibit this amounted to $38,667.15. 
This shows that the rising price of grain, labor, etc., was not 
offset by a corresponding increase in the rate for teaming, so that 
a balance remains undistributed. 


Cost oF CRUSHER PRODUCTS 


The street department obtains stone for the crushers from 
vendors and also hauls broken paving blocks from city work. 
The former cost about sixty-six cents a ton and the latter are 
obtained for the cost of hauling, which amounts to about twenty- 
six and one-half cents per ton. The following statement is con- 
densed from the ledger accounts showing the cost of crushed 
stone to be $1.025 per ton: 
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Cost oF CRUSHED STONE 


Inventory, Jan 1, 1910 Tons 10,234 Fey , 4 Labor Total 
Center Crusher...... .. $13,132.00 
Received from vendors... ... $29,597 . 00/$19,534.02 
Received from city work....| 3,233.00 856.74 
Nosths Crusher. 4,418.80 
Received from vendors...... 9,444.00] 6,233.04 
Received from city work....| 1,603.00] 424.80 
4,550.80 
Received from vendors... ... 10,504.00} 6,932.64 
Received from city work. ... 873.00 231.34 
$65,488 .00| $40,967 .02|$22,101 .60| $63,068 .62 
Cost of stone per ton......... $ .625 
Cost of crushing, per ton...... $ .40 
Total cost per ton........ $ 1.025.00 
Inventory Dec. 31, 1910....... $ 6,210.00 $ 6,365.25 


Cost oF HIGHWAYS AND STREETS 


As work is commenced on each street which has been laid out 
and accepted a ledger account is opened in order to keep the 
cost of labor, materials and transfers on the job. These accounts 
are run subsidiary to controlling accounts in the street depart- 
ment general ledger. One of these subsidiary accounts in the “ in- 
dividual street’ ledger was for new macadam on Bolton road 
and appeared as follows when the job was completed. 


(SUBSIDIARY STREET LEDGER) 


Macapam, NEw. Acct. No. 1,231. Botton Roap. 
Date Description Roll} Bills | T*ensfer| Transfer) Balance 
1910 
Jan. 1 | Balance carried forward $400.00 
$75.00] $66.51/$513.84 655.35 
Date finished, April 2, $1,055.35 
1g10. 
Area insq. yds., 1,002.79 
Length in feet, 390.70. 


, 
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After the work on Bolton road was reported complete by the 
superintendent of streets, the area and length were measured by 
the city engineer and a record entered as indicated on the above 
account. A condensed statement was then made showing all new 
macadam laid during the year together with a statement of the 
unit costs as follows: 


MacapamM, NEw 


Street Location Total cost 


Belleville Ave. | North to Belleville Road | 1,612.20 725.00 $950.79 


Bolton Road Grove to Hawthorn 1,002.79 390.70 1,055.35 
Cedar Grove Front to Bowditch 1,610.80 770.75 769.08 
Church Coffin Ave. to Nash Rd. | 3,284.09 | 1,222.35 || 1,302.68 
City Wharf Entrance to 184.10 117.50 | 76.32 


Total (per General Ledger Acct. No.; 
7,693.98 | 3,226.30 | $4,154.22 


Average cost per square yard, $ .54. 
Average tons of stone per square yard, $ .4o. 


A comparative cost summary was next made showing sta- 
tistics, not only of macadam, but also of the various kinds of 
work done for which cost accounts were kept as follows: 
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CoMPARATIVE Cost SUMMARY 


MAcADAM 1906 1907 1908 1909 sone. 
New: 
Length in feet....| 4,100.00] 3,500.00] 4,000.00} 5,000.00} 3,226.30 
Area in sq. yards.| 8,210.00} 7,200.00} 8,100.00) 9,875.00) 7,693.98 
Tons of stoneused| 2,889.92] 2,570.00} 2,616.00] 3,950.00} 3,077.20 
Total cost..... $3,858.70] $3,420.00] $4,293.00] $5,332.00] $4,154.22 
Average cost per 
square yard... .|$ .47|$ .475|$ .53 |$ .54 |$ .54 
Average tons of 
stone per sq. yd. -352 -357 323 .401 -40 
Rebuilt: 
Length in feet....| 13,442.0 | 12,466.0 | 5,917.4 | 35,062.5 | 21,387.59 
Area in sq. yards.| 30,727.0 | 28,004.8 | 10,229.01] 82,332.44] 51,322.73 
Tons of stone used} 8,296.0 | 13,388.0 | 4,284.0 | 24,600.00] 18,016.45 
Total cost... . ./$11,771.49/$11,716.86| $5,147.71/$37,004. 17|$24,576.83 
Average cost per 
square yard... .|$ .273|$ .298)$ .305/$ .449/$ .357 
Average tons of 
stone per sq. yd. 383 .418 . 503 .30 -477 
Repaired: 
Total cost....... $2,540.32] $1,961.56) $4,333.08) $4,608.99] $3,316.85 
BITULITHIC 1906 1908 1910 
Length, new....... 4,851.7 4,363.5 1,036.0 
Area in sq. yards...| 13,338.1 12,802.02 3,934.0 
Total cost... .... $29,637.79 $30,758 . 86 $8,906. 89 
Cost per sq. yard.. .|$ 2.22 $ 2.40 $ 2.264 
Top coat 
Area in sq. yards... 9,851.3 
$ 985.12 


It is necessary to reconcile the total expenditures shown by 
the Highways and Streets accounts, 1,000 series, in the general 
ledger with the city auditor’s books, which is done as follows: 
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RECAPITULATION—HIGHWAYS AND STREETS 


Credits for work done............. 64,947.95 
Stock on hand, Jan. I, 1I910........ 12,676.50 
$297,624.45 
Gross Expenditures: 
Buildings repaired.............. $227.74 
Collection Of .. . 24,267.73 
224.48 
Filling and grading.............. 19,599.16 
Filling holes and washouts....... 1,263.19 
Handling and carting stock....... 1,427.42 
5,295.82 
f Removing snow and ice.......... 274.08 
1,934.45 
Sweeping and cleaning streets... ..| 29,295.99 
1,559.09 
Stock on hand, Dec. 31, I910..... 5,645.10 | 283,635.54 
Balance, per City Auditor..... $13,988.91 


Since the Highway and Street accounts reconcile with the ac- 
counts of the city auditor they can be said to be in balance. 


Cost oF BLocK PAVING 


Special appropriations are generally made when a large out- 
lay is anticipated for paving. When work is commenced, a sep- 
arate cost account is opened for each street paved in order to keep 
the cost on each job. The following table gives the complete 
cost and data on the work done on three streets during the year 
1910, together with the unexpended balance on the appropriation 


account: 
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GRANITE BLOcK PAVING 


Length Area Appropria- 


Acushnet Ave. | Pearl to Weld 2,989 . 10]8,876 . 33/$32,356 . 43|$55,000.00 
Purchase St. Union to Maxfield | 246.00} 736.11] 2,551.88 


Water St. Cone to River 1,851 .20/3,918.20] 16,935.31) 51,843.62 


Average cost per square yard, block paving, $3.85. 


Cost or GENERAL SEWERS 


The largest single item in the general sewers accounts is that 
for drains. A statistical exhibit such as that prepared for their 
item shows the number, size, length, cost and rate as follows: 


Drains LAID 


Number| Size Pipe Length in Feet Cost —— 

96 5-inch 3,391 $1,476.34 -435 

434 6-inch 16,277 8,985.52 .552 

16 8-inch 1,052 613.08 .582 

3 10-inch 100 65.05 -650 

549 20,820 $11,139.99 

455.66 
Total cost of drains, new, repaired and cleared............. $12,082.22 


A recapitulation of all the 3,000 series of accounts gives the 
total cost of maintaining the general sewers as follows: 
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RECAPITULATION—GENERAL SEWERS 
Description Detail Total 

$15,000.00 

Credits for work done................ 17,147.55 

Stock on hand, Jan. I, I910........... 243.39 

$32,390. 9. 

Gross Expenditures: 
$586.00 
157.00 
Handling and carting stock.......... 447 .86 
45.00 
1,697 .00 
24.00 

Stock on hand, Dec. 31, I910........ 220.56 | $31,024.67 

Balance, per city auditor........ $1,366.27 


Cost or New SEWERS 


Like block paving the cost of new sewers is kept separate ac- 
cording to the streets paved, by opening a cost account for each 
street. A balance to the appropriation account is obtained as 
illustrated in the following exhibit: 


New SEWERS 


— Description Detail Total 
Credits for work 21,937.03 
Stock on hand, Jan. I, 1910........... 1,536.89 

$53,473.92 
Sundry Sewers Built: 
Stock on hand, Dec. 31, I910.......... 3,126.02 | 48,740.63 
Balance, per city auditor.......... $4,733.29 
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By thus reconciling the books of the street department with 
the city auditor’s balance to the New Sewers appropriation ac- 
count control is obtained over the work in the office of the super- 
intendent. 


BRIDGE REPORT 


It is customary to present a table of statistics concerning the 
traffic passing through a drawbridge, as the cost of operation 
does not mean much. The number of 

Boats, 

Towboats, 

Barges, 

Schooners, 

Steamers, 

Vessels, 

Number of Openings, 

Tonnage, 

Number of Feet of Lumber, 
are all reported in order to show what service is rendered. Then 
all that remains to be done is to reconcile the bridge account 
with the Auditor’s books. 

A cost accountant will see many peculiarities in the municipal 
cost system which is outlined here. More details can be added 
to gain additional information. For example, the sweeping of 
streets can be classified more minutely in order to show the com- 
parative cost of hand, horse-power, and machine work. 
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The Fallacy of Including Interest and Rent as 
Part of Manufacturing Cost 


By A. Lowes Dickinson, C.P.A. 


Many engineers, and perhaps also a few accountants, advocate 
the inclusion of interest and rent as part of the cost of manufac- 
ture. On the other hand, the majority of accountants contend 
that this practice is incorrect and misleading, and while admitting 
that some of the objects sought to be attained by including such 
items are legitimate, they would further claim that these same 
objects can be attained in other and better ways. 

In view of the prevalence of what it is believed are erroneous 
views on this subject it may be well to repeat now the arguments, 
some theoretical and some practical, against treating interest 
and rent as part of cost of manufacture, and at the same time to 
consider alternative methods of attaining the comparative results 
aimed at. 

It must be premised that the object of the investment of money 
in any undertaking is to realize a profit. The inducement to an 
individual to invest his capital in an industry rather than in the 
purchase of stocks or bonds is largely the fact that by so doing 
he not only can obtain remuneration for his own services but can 
also obtain a higher return on the capital invested—that is a 
higher rate of interest, although at the same time he takes in- 
creased risks. The old theory of economists has been that there 
is a certain rate of return on money which eliminates all elements 
of risk, and that this rate only should be termed interest, all addi- 
tions thereto being considered as compensation for the risk in- 
volved, but no economist has yet been able to say what this mini- 
mum rate is and even in the case of what is perhaps the lowest 
rate known; namely, that yielded by United States Government 
bonds, it cannot be said that the element of risk is entirely absent. 
The impossibility therefore of determining this pure rate of in- 
terest apart from risk goes to show that there is in effect no such 
rate whatever, but that all returns upon money invested, whether 
in bonds or stocks or other business enterprises, are the profits 
realized on the use of that money. 

Those who invest money in business enterprises frequently, 
and in fact generally, make arrangements by which they join in 


588 


~ 


Fallacy of Including Interest and Rent 


partnership with others who also wish to invest, giving to these 
others a share of the resulting profits as remuneration for the 
capital employed. This share is determined by reference to the 
risk which the different parties to the enterprise take ; some prefer 
to take security in the shape of a first charge upon the whole 
property and to compound for their share of the profit by a fixed 
annual payment, this fixed annual payment being that which is 
commercially known as interest ; others are willing to take a some- 
what greater risk, but do not wish to take the whole of it, and they 
limit their risk by taking for the capital which they contribute a 
preferential charge upon the earnings or profits of the business, 
leaving the whole of the balance available for those who take the 
ultimate risk. The remuneration of both these classes is known 
commercially as dividends. There is still another class who do 
not contribute capital in the ordinary sense of the word but pro- 
vide the business with facilities, such as buildings, machinery, 
etc., compounding with their partners by agreeing to accept a 
fixed annual payment in lieu of the share of profits to which their 
contribution to the capital would entitle them. Such payments 
as these are generally known as rent or rentals. All, however, 
whether consisting of so-called rentals, interest or dividends, are 
merely a division of the profits resulting from the business and 
in the long run can only be met out of those profits either directly 
or in certain cases, owing to the nature of the relations between 
the different parties, by certain of them suffering an actual loss of 
a proportion of their share of the capital in order to carry out the 
bargain made with their partners. 

The profit or return consists of the difference between the 
sale price of the product and the cost of producing and selling 
that product. It is clear, therefore, that interest or rent or any 
other item in the nature of return upon capital invested cannot 
possibly form a part of the cost of products, the ascertainment 
of which is a first essential to the determination of the yield or 
return which the business gives and out of which the divisions 
of interest or profits are to be made. 

It is quite true that as between the contributors to capital 
those who take the ultimate risk may advance or commute the 
share of profits of others, but this is merely a bargain between the 
different classes of contributors and should not in any way what- 
ever affect the cost of product. 
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If rent and interest are treated as cost of product then the 
extraordinary result is produced that the cost of making a cer- 
tain article (other things being equal) in a business in which the 
contributing interests are divided between (a) the owner of the 
factory, (b) the owner of capital taking a small risk and (c) the 
owner of the residue of the capital, will be greater than in an 
exactly similar case where the residuary owner provides the 
whole of the capital required. It seems clear that the relations 
between the partners or contributors should not in any way affect 
the cost of the product.* 

The advocates of the inclusion of interest and rent charges in 
cost, reply to this that in order to remedy this apparent absurdity 
interest on the total capital invested should be charged to cost 
irrespective of the manner in which it is provided. This, how- 
ever, at once raises the question of the rate of interest that is 
to be adopted. Is it to be the rate which should be obtained on 
capital invested absolutely without risk, or is it to be the rate ob- 
tained by investments in stocks or bonds, and if so of what class, 
inasmuch as the rates o» these vary all the way from two per cent 
on United States Government bonds up to ten per cent and fifteen 
per cent and even twenty-five per cent and more on mining and 
other investments? Or is it to be the reasonable rate which the 
particular business should return on the money invested therein? 
It has been generally assumed by the advocates of this course 
that interest at the rate of five per cent or six per cent should 
be charged into cost, but these rates mean nothing in themselves ; 
they have no bearing whatever upon the particular industry or 
on the rate which money can get in specified investments outside ; 
they are arbitrary standards which those in the commercial com- 
munity have set up in their own minds. The only rate which 
could be justified in argument, assuming that it be correct to 
include any interest at all, would be the rate which the owners 
of the business thought they ought to obtain on the money they 
had invested in it. The adoption of such a rate at once raises 
the question, to whom does the profit earned over and above the 
rate so charged belong? The argument would seem to be that 
inasmuch as the capitalists have charged into costs and obtained 

* It may be well to mention here that rent may include something more than interest, in 
which case a part thereof may properly be included in cost, and further that in the case of 


office rents, convenience and the relative unimportance of the amounts may sometimes justify 
their inclusion in the cost of production or selling, usually the latter. 
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for themselves the rate which they think they ought to realize 
on the whole business the balance of it which under such pro- 
cedure would be called profit does not belong to them at all but to 
those who purchase goods from them or to the general public 
or the Government. This is an argument which would hardly 
be admitted by any manufacturer. 

Costs are required for varied purposes, and the arguments 
based on convenience in favor of including interest therein vary 
accordingly. Without attempting to deal exhaustively with the 
subject it may be well to touch on two of the more important 
objects sought by such inclusion: 


(1) Where costs are used for inventory purposes to pro- 
vide for carrying forward interest paid on indebtedness cre- 
ated for materials entering into the cost where the lapse of 
time is a necessary part of production, e.g., in seasoning 
lumber ; 

(2) To give effect to the variations in amount of capital 
employed and the term of employment in the production of 
different articles or the same articles by different methods or 
factories. 


In support of the first it is urged that where there is a sub- 
stantial lapse of time between the purchase of materials and the 
date when they become useful or productive, for instance in the 
case of seasoning lumber, the selling value of the material in- 
creases by reason of the lapse of time and that the interest will 
normally be recovered on the sale of the goods. This argument 
at first sight seems plausible, but on further consideration it is 
clear that the payments of interest are not part of the cost but are 
made by arrangement between the parties entitled to the profit. 
That is to say, the stockholders who have compounded with the 
lenders for interest at a fixed rate payable at a fixed time have in 
effect made an advance out of their share of the profits pending 
realization. It may be argued that this payment can from the 
point of view of the stockholders be properly carried forward as 
an asset but if so it should be as a deferred charge against profits 
and not as a part of the cost of the inventory. 

In the second case surely the correct way is not to charge into 
the cost an arbitrary rate of interest which means little or noth- 
ing, but to compare the margin between the sale and cost price, 
or in other words the return upon each product, with the capital 
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invested in order to secure that return. This comparison would 
be a true one; would show exactly how much the capital invested 
really earned and would be a good guide as to whether too much 
or too little capital was invested. Moreover, the adoption of the 
arbitrary rate defeats its own object for according as the rate 
adopted varies from the true rate, if there be such, so the com- 
parisons deduced from the results will be erroneous. If the 
capital invested in a mercantile business should yield from fifteen 
per cent to twenty per cent on the investment, then it is clearly 
erroneous to say that the operations resulting from the use of 
a certain machine in which a certain definite proportion on that 
capital had been invested should be charged with interest on that 
capital at five per cent or six per cent or some other rate entirely 
different from that which it is really expected to yield. As be- 
tween two different kinds of machines used to produce the 
same product but having different capital values the conclusion 
reached by comparing the cost including interest at five per cent 
will be entirely different from the conclusion reached by includ- 
ing interest at ten per cent, and neither of these rates will be 
anything more than a guess. 

It is difficult to see any advantages resulting from the inclu- 
sion of interest in cost sufficient to offset these fundamental ob- 
jections. As a matter of fact if the question of the rate of inter- 
est be waived the difficulties of making a correct interest adjust- 
ment would still be considerable. 

Some advocates of the inclusion of interest in cost propose | 
only to include interest on the fixed plant employed in manufac- 
ture, but obviously such a course may in many cases be absolutely 
misleading. If of two plants turning out the same product one 
requires the employment of fixed assets of a value of $10,000 
for thirty days and the other the employment of fixed assets 
of $5,000 for sixty days the interest charge introduced upon this 
principle will be the same in both cases, whereas the process 
which takes sixty days to complete will obviously involve a longer 
investment of working capital. But if an attempt is made to 
allow for interest both on fixed and working capital the adjust- 
ment will inevitably be a very complicated and difficult one to 
carry out. Where interest on fixed assets alone is considered 
the calculation of the charge is not free from difficulty. The 
amount of capital employed and the time for which it was em- 
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ployed may perhaps be easily determined; yet unless continuous 
production throughout the year is possible the interest charge 
based thereon will be inadequate and any calculation to be cor- 
rect must allow for the time during which the plant will normally 
be unemployed. 

It is generaliy admitted that the value of cost figures dimin- 
ishes as the proportion thereof accurately allocated (direct cost) 
diminishes and the amount distributed by arbitrary apportionment 
(indirect cost) increases. No really satisfactory method of ap- 
portionment of indirect cost seems possible ; in fact it may be said 
that the greatest problem of cost accounting is to find the least 
unsatisfactory disposition thereof. This being so it seems a pity 
to add to the difficulties by including in indirect costs interest, 
which, as this article has attempted to show, has no proper place 
in cost accounting. 
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The Development of Mercantile Instruments of 
Credit in the United States * 


By Josepu J. Krein, Pu.D., C.P.A. 


Part IV 


BILLS AND NOTES 


This division of the money market section is introduced for 
the purpose of attempting to ascertain, if possible, which kind 
of paper predominated in the exchanges of the period. On De- 
cember 11, 1793, according to a card in the Federal Gazette and 
Philadelphia Daily Advertiser, a wholesale dealer’s dry goods 
may be bought “ for cash or bills,” while in the “ Supplement ” to 
the same issue, drugs are offered for “cash or short credit.” In 
view of what was said before, it is almost superfluous to point out, 
that the “ bills ” in the foregoing may be either bills or promissory 
notes. The conclusion is forced upon the writer that when the 
term “note” is used it is quite likely to refer to a promissory 
note, but that the term “ bill” may be either a bill of exchange 
or a promissory note. In the case of foreign exchanges, how- 
ever, when a bill is mentioned, it may be interpreted literally. 
Notes had already assumed the forms in which we now know 
them, but one of them is herewith presented. It occurred in an 
1800 newspaper notice regarding its loss. 


A note drawn by Robinson & Hartshorne, in favor of and endorsed 
by John Blagge, also endorsed by Williams Steele, dated 12th Dec., 1799, 
at sixty days for $1,578.10. 


As early as 1798, we came across a notice of a Notary Public 
who claims that he gives “ Punctual attention to the Protesting 
of Notes, Bills of Exchange—” from which it is patent that 
there must have been some demand for this kind of service. 

Professor McVickar throws much light upon the subject 
under discussion in the course of his remarks advocating the 
abolishing of damages on protested bills of exchange. At about 
this time (1829), Congress had under consideration a bill for 


* Most references to sources of information have been eliminated. Those interested in 
specific points should communicate with the author in care of the Journal.—{Eb.] 


594 


— 


The Development of Mercantile Instruments of Credit 


the purposes of unifying the matter of damages to be imposed 
for the dishonor of bills. McVickar’s pamphlet was intended 
primarily for the influencing of public and legislative opinion in 
reference to the pending legislation. He cursorily traced the 
history of damages on such instruments in this country, attrib- 
uting their existence to the fact that they were originally imposed 
in order to favor the English merchant and capitalist by making 
the penalty for drawing bad bills so heavy as to discourage the 
practice. An answer to this argument by Publicola refutes this 
belief. But as the origin of these penalties was already treated 
of in connection with the Colonial period, no time need be devoted 
to the matter here. The professor believes that the reason for 
the continuance of the penalties lies in the conservatism of the 
law and of commercial bodies like Chambers of Commerce. Be- 
sides dealing with the inconveniences attaching to the existence 
of statutes which exact penalties varying from five to thirty per 
cent depending on the state wherein the bill is drawn or dis- 
honored as well as upon the distances which separate the two 
places, he writes about the methods of doing foreign business 
about 1828 or 1829. To make sure that his bills will be honored, 
“An importer provides himself with funds in London or Paris 
four months before needed.” He does so by purchasing bills of 
exchange, the proceeds of which are permitted to remain at in- 
terest at a lower rate than could be obtained at home, and at the 
same time involving the payment of the brokerage and the haz- 
arding of all the risks due to changes in the money market and 
the stability of a foreign institution during the four months or 
so. As the American merchant usually has to pay for the goods 
he imports at the time of shipment, his investment is outstand- 
ing for another month pending the arrival and delivery of the 
consignment from abroad. Contrasting this procedure with that 
which obtains when a dealer in Havre or Liverpool imports from 
America, ordering that the American shipper draw on him at 
sixty days, so that he often has disposed of the goods before the 
maturity of the bill, it is readily seen what effect excessive dam- 
ages have. According to McVickar the fear of the penalty for a 
dishonor of the American drawn bill is so great as to compel 
the taking of the precautions already mentioned, whereas the 
foreigner is free from this dread because in the advent of a pro- 
test of his bill, he is liable only for the reéxchange charges. But 
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it is pointed out by Publicola that the reéxchange fee is often as 
great, and sometimes even greater than the percentage imposed 
upon the American. 

Sugar exported from Havana to New Orleans had two or 
three sets of notes predicated upon it before the first hogshead 
was discharged from the vessel. The sugar speculator in New 
York, for instance, bought the commodity on his six months’ note. 
He sold it and it was resold again, in each case resulting in a 
profit of one cent per hogshead, and a six months’ note was 
given in settlement of each transaction. Inasmuch as each of 
these notes would be offered for discount, it is apparent to what 
extent the credit system had developed by 1858. 

It was more customary before 1840 than at present, to make 
sets of bills in three which would be sent by different vessels to 
their destination. Obviously foreign bills rather than domestic 
ones would be so triplicated. 

We have had occasion to refer to the documentary bills of 
exchange previously. By 1845 they appeared to have been very 
commonly employed so that the use of the bill of lading as a 
credit document became necessary. As a matter of fact, it was 
the custom for the banker to purchase or discount the Southern 
bills of exchange drawn against shipments to the North or to 
Europe, only if the bill of lading which was attached to it was 
either endorsed or assigned as security. Exceptions, no matter 
how good the drawer or endorser was considered, were of very 
rare occurrence. The period under review furnishes additional 
evidence that bills of lading were often attached to bills of ex- 
change. We learn that for safe mercantile names, with bills of 
lading attached, the rate is six and one half @ seven per cent. 
It should be noticed that this item does not deal with any specific 
commodity, so that it is not altogether like the cotton bills which 
were discussed a few pages back. 

An article in the Merchant’s Magazine, vol. 22, abridges a law 
case in which the acceptors of a bill of exchange which was sub- 
sequently protested, compromised with the holder by giviug him 
endorsed notes for the amount of settlement. In this case we find 
the existence of bills and notes in dealings resulting from a single 
transaction. 
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Days oF GRACE ON BILLS AND NOTES 


The common law allowed three days of grace on all bills and 
notes payable at a future time. This practice which was also in 
vogue on the Continent of Europe was established at a time when 
means of communication between distant places were uncertain 
and slow. With the introduction of steam the need for days of 
grace disappeared. Germany and other continental countries 
abolished them, but British conservatism refused to part with the 
old custom, and the British Bill of Exchange Act of 1883 retained 
the practice of allowing days of grace. In September, 1892, the 
American Bankers’ Association recommended that steps be taken 
in all the states to abolish days of grace; on the ground that they 
were unnecessary, and only a means on the part of the debtor to 
evade his obligations at the time when they became due or to 
take refuge in technicalities. In many of the decisions creditors 
had been cheated out of their dues by the question whether due 
notice had been given to the debtor at the time of maturity of the 
bill. The question at issue had hinged upon the point whether the 
instrument was a bill of exchange or a check. If the former, pre- 
sentment had to be made on the third day after maturity, while 
if the latter, presentment had to be made on the day due. Aill 
this made the existence of days of grace an evil. 

Vermont was the first state to follow the recommendation of 
the American Bankers’ Association and to abolish days of grace 
in October, 1892. A similar bill introduced in the Massachusetts 
Legislature met defeat, but was adopted two years later. New 
York abolished them in 1894. The movement took further 
impetus by the adoption of the uniform negotiable instrument 
law, which made no provision for days of grace. This law has 
been adopted by nearly forty states, and there are but few states 
to-day which sanction the practice. 


QuoTaTIONS 


The existence of market quotations on commodities or on 
credit instruments may be taken as a positive sign of such a state 
of progress as involves the use of a market in the broad sense. It 
means that a certain specialization has been attained, at least to 
the extent of justifying a supposition affirming the common meet- 
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ing place or segregation of men engaged in the same kind of 
business activity. In the absence of any market rates, we are 
almost equally safe in assuming the reverse of the proposition just 
advanced. It is our evident purpose in this section, then, to pre- 
sent the evidence gathered upon the issue involved. 

As late as 1799 we came across offers to sell single bills drawn 
on London which, to judge from the fact that some of the offers 
to dispose of “a bill of exchange” fail to recite the amount for 
which drawn, would lead us to believe that this sort of transaction 
must have been still in its infancy. Individuals advertised to loan 
stated sums on real estate security, while even before 1799 some 
few notices regarding bills were in more tangible form than the 
ones already referred to, as witness: 


A bill on London for £263-4-2-4 Sterling, drawn by a substantial house, 
for sale on good terms. 


Very early in the century, we detect indications of a commer- 
cial development such as the one we are familiar with at present. 
Under the caption “ course of exchange,” in the Commercial Ad- 
vertiser, September 19, 1808, it is reported that the movement is 
“Quiet for London, Amsterdam, and Hamburgh Bills.” This is 
the first time that such an item had come to the attention of the 
writer, but he refrains from drawing the obvious conclusion that 
this matter of exchange had risen to such proportions as to war- 
rant the reporting of fluctuations, because a similar notice does 
not reappear for some time thereafter. Another fact mak- 
ing for modern specialization, though to a much lesser extent, 
is the notice to sell thirty-day sight bills on London, in fixed de- 
nominations of £1,000 each. In close connection with such ad- 
vertisements, are found the products of an earlier period in the 
shape of more individual sets of “ Exchange” drawn at thirty 
and sixty days’ sight on London. 

“The Richmond Hustings Court (on March 12, 1816) fixed 
the rates of exchange as follows:—Notes of chartered banks of 
Virginia, Pennsylvania, ——,” etc. Later on in the same volume, 
it shows a similar table for the bank notes of Boston, New York, 
Philadelphia and Baltimore. It continues: “ The price of specie, 
treasury notes and inland bills fluctuate almost every day,” etc. 
“Specie, in Baltimore, has been sold as low as ten per cent ad- 
vance, and commonly at twelve and one half per cent.” 
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From 1820 on, rates for bank notes of different cities and 
of various banks, as well as on various branches of the bank of 
the United States, appear regularly. Though these tables would 
serve to indicate that there were central places where bank notes 
and drafts were dealt in, individual notices continue to be in- 
serted in the papers, as for instance: 


Checks on the State Bank of Savannah for sale at S. & M. Allen’s 
Lottery & Exchange Office, 122 Broadway. 


The Journal of Commerce during the year 1827 presents ad- 


vertisements similar in kind to and prints tables of values and 
exchanges like those which have been noticed previously. For 
instance, under date of August 13th “ Exchange on the South is 
wanted ” in the form of bills on Georgia, North and South Caro- 
lina, Virginia, Mobile, and New Orleans. Note Tables are also 
published. No indication is yet found of such a banking devel- 
opment as to make it possible for one desiring to buy or sell funds 
available at a distant point to go to some central agency for the 
purpose. Another item bearing upon this point is a letter shown 
in the London Times, and dated New York, April 2, 1837. “A 
Genevese Traveller,” who signs the letter writes in part: “ Ex- 
change, eleven to twelve per cent. Southern bills, endorsed in 
New York, from nine and one half to ten and one half per cent, 
according to the degree of confidence in the endorser.” From 
1828 to 1830, the New York Advertiser continues to quote the 
rates on bank bills and on private bills on London and on con- 
tinental cities, and also drafts on Boston and other domestic 
centers. Money, in the form of bank notes, still continues to be 
dealt in and quoted accordingly. 

The buying and selling of bills of exchange is worthy of spe- 
cial notice. The fact that there are tables of quotations giving 
the rates of exchange on domestic and foreign bills, which have 
been pointed out above and elsewhere, might be interpreted to 
signify that bills had been bought and sold regularly for some 
time now. 

Until 1840 very little is found to add to the narrative. We 
then come across weekly tables of rates of “ Exchanges including 
Certificates and Checks.” Bank notes on distant places are at 
one half per cent additional discount.” It is now seen that bank 
checks as well as bank certificates, bank notes, bank drafts, and 
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probably private drafts are being quoted. Probably these items 
do not mean much from the point of view of a paper which deals 
with mercantile credit instruments, for the ones in question are 
undoubtedly bank sight exchanges, but undoubtedly they were a 
form of bank credit which was of service to the merchant. 

Money seemed to be easy in 1844, as “ Short business paper 
is discounted (by the banks) at one per cent.” But apparently 
fluctuations are rapid, since two weeks later we hear “ Money is 
quite abundant. A great house took of the Baltimore Banks, a 
few days ago, half a million for six months, at a rate of three per 
cent per year. The rate here is four, five, and six per cent.” By 
the end of the year the banks have had their demands for busi- 
ness paper well supplied at six per cent, and money is offered at 
this rate on real estate beyond the demand for it. 

During 1848 discounting by the banks and on the “ street” 
continues to be mentioned in the papers and magazines. The 
rates are unusually high, in New York as well as in Philadelphia, 
and the large number of auction sales has resulted in the float- 
ing of much paper. Some items, which have not been met with 
before, or which have not been emphasized sufficiently, remain 
for individual reference. Among these are post notes offered for 
sale, advertisements for the collection and exchange of notes, 
drafts, acceptances, and sight checks on St. Louis, and other 
cities. The fact that the “ best names sell in the street at nine @ 
twelve per cent indicates that brokerage operations are flourish- 
ing.”” Southern bills continue to be quoted, thus showing that 
the New York market is playing some part in advancing funds 
to the cotton growers ; while an item informing us that the “ regu- 
lar drawers and bank endorsements were in demand” seems to 
point out that funds on Europe were being dealt in. The last 
item for the year indicates a growing use of the term “ shaver.” 
It reads: “ Best Eastern paper is shaved at twelve per cent.” 

Close attention is also requested to the next quotation, given 
in full from a copy of the Journal of Commerce, January 17, 


1849: 


Money continues comfortably easy; very best paper six @ nine per cent, 
best single name six @ twelve, dry goods nine @ fifteen, call loans five 


per cent. 
It is undoubtedly true that Carey had in mind some single 
name paper when he spoke of the personal security upon which 
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loans were made in the United States, but this financial item is 
the first reference to this kind of credit instrument, as “ single 
name” paper, that the writer met with. A typical item, of this 
and following years is herewith presented in its entirety ; “ Money 
is easily obtained at four per cent on demand; prime paper, with 
but a short time to run, four and one half @ five per cent, other 
kinds, not so well known, six @ seven per cent ;—the banks take 
all the good names that are offered.” 

Discounting and buying of paper had come to be quoted 
much in the same manner as it is in our own day. One example 
taken from Vol. XIV of Bankers’ Magazine (N. Y.) must suffice, 
and it will serve at the same time to close this topic. 


Loans on call—stock security..............eeeeceeees 6 64 
Loans on call—other good -security..............0000. 64 7 
Prime endorsed bills, 4 @ 6 months.................. 64 7 


DraAFTS AND ACCEPTANCES 


It is not customary to distinguish between a draft and a bill 
of exchange, though the Englishman does detect a difference 
between the two. When the drawer has signified his intention 
to comply with the request contained in the draft, it is usual 
for him to write across the face “ Accepted” and to sign it. In 
the case of a draft payable a specified time after sight, the date 
of acceptance must also be added, though it is almost always 
affixed whether necessary or not. Often the piace of payment 
is also stated at the time when accepted. The draft is then 
referred to as an “ acceptance.” 

We present the material bearing upon drafts distinct from the 
section dealing with bills, because it is now customary, though 
not universally so, to restrict the term “ bill of exchange ” to for- 
eign instruments, while “acceptance” applies to the domestic 
equivalent. 

The first mention of a draft that the writer fell upon was in 
a curious connection. It was in a “ Lost” notice appearing in 
the New York Commercial, May 7, 1799, and read: 


“A draft, drawn by John Wheeler in favor of Andrew Van Tuyl, dated 
the 1oth Nov., at six months after date, for Three Hundred and Four 
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Dollars, on David Longworth and accepted by him. Payment being 
stopped,” etc. 

It is to be noted that there is a very modern atmosphere both 
in the description of the bill, and in the statement that payment 
has been stopped. One other feature to be noted, of course, is 
that the instrument is referred to as a draft, not as a bill. 

Commercial drafts and acceptances were a favorable kind of 
credit instrument for the banks to make loans on. That they 
did so was pointed out in the section dealing with banking opera- 
tions. It will be recalled that the General Brown drafts were a 
contributing cause of the failure of the Franklin Bank. But or- 
dinarily these acceptances were regarded very favorably. The 
statements of many men, who now argue in favor of a central 
bank, to the effect that at one time it was customary to employ 
acceptances freely is borne out by many notices already presented 
elsewhere. To cite another, we read in Niles’ Register, Septem- 
ber 27, 1823, that “ capitalists apply in vain for mercantile ac- 
ceptances to be discounted at three per cent.” 

Professor Dewey, in his work for the National Mone- 
tary Commission, suggests that bills of exchange must have 
played an important part in the commerce between New 
Orleans on the one hand and the West and Southwest on 
the other, about 1830. The basis of this judgment is found in 
the fact that New Orleans funds accumulated so that drafts were 
drawn on that city, often in favor of Northern merchants and 
manufacturers, and discounted at various branches of the Bank 
of the United States. The data available also shows, that some 
of the drafts discounted were drawn and endorsed by partners 
in the same business, and that the paper contained no additional 
name besides as security. 

About the time of the 1837 panic, the American agents of the 
Bank of Manchester were permitted to draw on it. The pro- 
ceeds of such bills were to be invested in sugar, coffee, etc., and 
shipped to Europe. These shipments were subject to the order of 
the home institution for reimbursement. It is recorded that 
many cargoes were sent to the United States instead of to Eng- 
land and the Continent as agreed upon, resulting in much loss 
and delay. Credit to the extent of twenty millions of pounds was 
involved. 

By 1850 the banks began the collection of drafts and accept- 
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ances, for we learn from Gibbons that one of the duties of the 
“runner” was to collect sight and mature drafts, and to obtain 
acceptance of others. 


ACCOMMODATION PAPER 


It is now about time to refer to accommodation endorsing. 
From much that is accessible, we are led to believe that such 
endorsing was quite common. A pamphlet addressed to the peo- 
ple of Maryland will serve to introduce the subject. The pamph- 
leteer deplores the fact that freeholders can no longer borrow on 
mortgage, because all of the money is monopolized by the mer- 
chants who endorse “ one for the other.” Formerly money could 
be obtained (on land) at the legal rate of six per cent, but now 
the bankers lend “money to merchants upon promissory notes, 
with an endorser, payable in sixty days—.” Outsiders (non- 
merchants) must go to those who borrow from the banks, and 
pay them two to three per cent per month. He refers to this 
class of lenders as “ shavers.” He concludes by recounting the 
evils which result from accommodating endorsing. “In this 
way some of the most prudent and richest men in Baltimore have 
been taken in and lost large sums of money” and many others 
have been ruined. 

A curious item which the writer believes to be an accommoda- 
tion note is found in a lost notice in the March 20, 1816, issue 
of the Commercial Advertiser. It refers to a note, dated March 
13, 1816, payable three months after date, for $610.50, drawn: by 
W. and G. Post in favor of and endorsed by Joel West. The 
finder is requested to return the note to the drawer. It is sur- 
prising to find the drawer worrying about a note of this kind, 
hence the writer’s conclusion. 

Additional light is thrown upon the prevalence of accommo- 
dation paper by the number of such transactions found in Gib- 
son’s text on bookkeeping published a short while later. Among 
the items submitted for journalizing, are the exchanging of sixty- 
day notes for mutual accommodation and the borrowing of sixty- 
day notes as “ an accommodation.” 

By 1816 general banking opinion had begun to crystallize in 
sentiment unfavorable to accommodation paper. Gouge, for in- 
stance “ would rather find a counterfeit than an accommodation 
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note among his bills receivable.” Nevertheless, the use of such 
paper continued for many years. Obviously, bills and notes could 
easily be drawn so as not to disclose the friendly relations exist- 
ing between the parties. 

Even the Bank of the United States was not above discount- 
ing this kind of paper. About 1830, the branches in the West, 
drew on the Eastern branches, and thus locked up much of its 
funds in accommodation notes. The practice commenced in 1816 
in the “ race horse bills ””—the drawing and redrawing between 
branches, and the endless renewal of discounted paper. The 
tendency to invest in accommodation notes has begun to be looked 
upon as the great banking vice. 

DeBow’s Commercial Review is a source of much reliable in- 
formation for Southern commercial, financial, and legal news dur- 
ing the years of its publication. One of the very earliest vol- 
umes, under the caption “ History and Doctrine of Bills of Ex- 
change in Louisiana,” points out that many have been ruined by 
making themselves parties to accommodation bills of exchange. 
Though we have become familiar with accommodation notes, this 
is the first occurrence of such bills, if we except those drawn by 
the cotton speculators for their mutual accommodation—a “ kit- 
ing expedient.” 

We have already been asked to consider certain items regard- 
ing the failure of the Bank of Maryland. From the records con- 
nected with it, we learn that an endorser had been “ indiscreet 
enough ” on account of friendship and without question, to en- 
dorse several notes as security for one of the persons involved in 
the failure. 

By 1837 bankers themselves, as, for example, Raguet, began 
to advocate openly that only “ business” paper should be dis- 
counted. Business paper is held to include only notes and accept- 
ances created as a result of merchandise actually sold. Fictitious 
and accommodation notes are looked upon as a bad investment 
for banks, and they are also believed to encourage over-trading 
and speculation. 

Despite the growing opposition to paper not based upon trans- 
actions, accommodation paper is spoken of in a way that would 
make one believe that such notes and acceptances were not un- 
usual, while “kiting” operations on such paper by means of 
dummy drawers in New York, is not unknown. When pay-day 
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demands necessitated friendly borrowing for short periods, friends 
could still be approached to lend their name to paper. 


MISCELLANY 


An excellent résumé of the development of credit in the United 
States is furnished in the work of the economist, H. C. Carey, on 
“The Credit System in France, Great Britain, and the United 
States.” He is strongly loyal to the American system, and up- 
holds his championship by a carefully selected list of figures. To 
prove that the domestic mode of making loans upon personal 
security is as safe as that practiced by the Bank of England, 
which requires the name of a drawer and endorser and a banker 
as security, he shows that the reports of the Massachusetts banks 
reveal a loss of only one-third of one per cent for the period 
from 1811 to 1836. Small as this figure is, it is one-fifth less 
than that sustained by the Bank of England. In about the 
same period, the Bank of North America suffered an average 
loss of less than one-tenth of one per cent per year on personal 
security loans. He quotes one of the largest purchasers of bills 
on England as authority for the statement that out of a total pur- 
chase of 21,000,000 pounds sterling, less than one-tenth of one 
per cent was the average loss per year. This statement is the 
more remarkable when it is known that the period involved in- 
cluded the bad year, 1837. Of the total amount of bills pur- 
chased, three-fourths were on the sole responsibility of individual 
names. The experiences of the Bank of the United States also 
tend to bear out the results already presented. 

The foregoing deserves more than passing comment. Carey 
is known to have been a close student of economic phenomena, 
and his conclusions deserve careful consideration. During the 
course of the development of credit as revealed in the present 
writing, very little reference has been made to security on notes 
and bills other than that furnished by the ordinary endorsers. It 
is true that when dealing with the Colonial period, recording of 
debts and assigning (practically) of goods and growing crops 
were resorted to. Since the beginning of the National period there 
has been no occasion to mention security except in the case of 
the South where the inference was drawn that warehouse re- 
ceipts and liens were employed as a sort of collateral security 
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for advances made to the cotton grower or factor. The case 
of bonds and stocks given as collateral is purposely omitted from 
consideration as playing no important role in the creation of funds 
for mercantile employments. The absence of requirements sim- 
ilar to those of the Bank of France which demanded three good 
names as a prerequisite for discount, or that of the Bank of 
England which included among the necessary endorsements that 
of a banker, may be taken as an index of credit development in 
a country. This is just the conclusion that Carey would have 
us draw from the fact that so large a volume of the American 
loans was effected on the security of a single name. Nevertheless, 
it must be pointed out that only in the case of foreign bills, not 
yet accepted, was a single name sufficient; it has already been 
shown that many institutions demanded at least two names to 
all the paper accepted for discount, and in some instances three 
names. 

But the good personal credit to which Carey referred was 
based on confidence, and as he showed, on confidence well placed. 
Still, whenever an event occurred which shook public confidence, 
as for instance such a financial cataclysm as that of 1837, mat- 
ters were quite different. Goodwell refers to a good bank which 
needed $20,000 in 1838. Its cashier came to New York to borrow 
this money, as funds were scarce at home. Before being able to 
negotiate the loan he had to secure the guarantee of a half dozen 
of the wealthiest men of his community, and bind the bank be- 
sides. As soon as the business atmosphere cleared, however, gen- 
eral confidence returned, and the old order which Carey extolled 
prevailed once more. 

The panic of 1857, which is often referred to as a financial 
one, is said to have been influenced by the volume of call loans 
outstanding, naturally inducing excessive speculation. The phe- 
nomenon witnessed after each panic is clearly indicated by some 
financial items which appeared at the time. Merchants are not 
willing to borrow, even at reduced rates, because they fear to 
start new ventures. There must be a return of commercial ac- 
tivity, we are told, “ before business paper of acceptable signature 
becomes plenty.” A dull money market was expected, and actu- 
ally existed during the succeeding months. 

Most of the domestic and foreign commerce is carried on by 
bills and notes, it appears, from Colwell’s “Ways and Means of 
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Payment.” Notes and bills are freely negotiated, thus passing 
as currency (1860). But nowhere else is this so, as freely as 
in Lancashire where, according to a “ Report of the Lords’ Com- 
mittee on Promissory Notes,” etc. (May 16, 1826; 186) notes 
and bills when paid have had as many as fifty to sixty names as 
endorsers, requiring attached slips to contain them all. In the 
United States they are of less current use because the country 
is too extended for the knowledge requisite for this degree of 
confidence ; hence we use more bank notes. 


(To be continued) 
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EDITORIAL 
The Journal 


As announced in President Suffern’s letter, published in the 
November number of THE JouRNAL, the American Associa- 
tion of Public Accountants has taken over THE JOURNAL OF 
AccounTANCy, the transfer to be formally effective with the 
January number. As it would be impracticable for the Associa- 
tion to undertake the direct publication and business management 
of THE JouRNAL, arrangements for this have been made with the 
Ronald Press Company, of New York City. The Association re- 
tains to itself the entire editorial responsibility and control. 

Will this important change in the status and ownership of 
THE JOURNAL result in a better and more successful magazine? 
The answer to this question depends largely on the support ac- 
corded THE JOURNAL by the members of the Association. A good 
business management is apparently assured, and it now remains 
for the members of the Association to give THE JouRNAL the 
attention, the interest and the loyal support that so important 
a property demands. With such support THE JOURNAL can un- 
doubtedly attain a wide circulation and a resulting influence that 
will be of direct and material advantage to the Association and to 
the profession of accountancy as a whole. 
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As the official organ of the American Association of Public 
Accountants—as the only adequate organ of the accounting pro- 
fession in this country, THE JouRNAL should receive the support 
of every accountant. 

Promises of support are not slow in coming. President Suf- 
fern’s letter elicited a prompt and gratifying response. The 
men who were largely responsible for bringing THE JOURNAL 
into existence, who established its present high standard of edi- 
torial excellence, and who have given it such steadfast support, 
have no intention of deserting. On the contrary they are still 
with THE JOURNAL, ready to write for it, to subscribe for it 
and to work for its general advancement. In addition to the 
well-known names of these regular contributors, a number of 
other names will appear on THE JOURNAL pages—names new to 
THE JOURNAL, though well known in the field of accountancy. 

THE JOURNAL invites contributions from every qualified 
writer who has a message of real interest and value to account- 
ants, regardless of whether he is in public practice or is an ac- 
counting official, or is, perhaps merely an outsider taking an 
intelligent view of accounting matters. It asks subscriptions 
from every accountant of the country and from everyone inter- 
ested in accounting—not as a mere matter of professional alle- 
giance, but because THE JOURNAL is worth its subscription price 
and because the maintenance of THE JouRNAL is—both directly 
and indirectly—to the interest of every accountant who desires to 
better his own condition and the general conditions of his profes- 
sion. 


Big Business and Monopoly 


Business men everywhere in the United States have a right 
to feel cheerful over the outlook, for two very important men— 
men whose opinions and speeches have exerted a tremendous in- 
fluence on business during recent years—have recently given evi- 
dence that they begin to understand why the business world is 
dissatisfied with the Sherman Act. Ex-President Roosevelt, in 
an article in the Outlook, bluntly declares that “the effort to 
prohibit all combinations good or bad is bound to fail and ought 
to fail. When made, it merely means that some of the worst 
combinations are not checked, and that honest business is checked. 
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The effort to restore competition as it was sixty years ago, and 
to trust for justice solely to this proposed restoration of compe- 
tition, is just as foolish as if we should go back to the flint locks 
of Washington’s Continentals as a substitute for modern weapons 
of precision.” 

Mr. Roosevelt believes that Congress is the real culprit, being 
author of an unworkable law and having steadfastly refused 
either to amend or supplement it, and that the Supreme Court 
in its recent decisions was practically forced to give the law a 
new and reasonable interpretation in order to save the country 
from industrial and financial panic. It may be doubted if Mr. 
Roosevelt has very carefully studied the decisions of the Supreme 
Court, and it is pretty certain that the learned justices themselves 
would not put their O. K. on his vigorous denunciation of the 
Anti-trust Act. Yet business men generally, we suspect, have 
read Mr. Roosevelt’s article with hearty approval. They do not 
care for legal refinements or niceties. They are satisfied that the 
law is bad because its effect is bad. It declares something to be 
a crime or misdemeanor, punishable by fine or imprisonment, 
which the dictionaries do not define precisely, and concerning the 
exact nature of which the Supreme Court itself appears to have 
been in doubt for twenty years. This crime is called “ restraint 
of trade” and the Supreme Court made the mistake until re- 
cently of assuming that any act which resulted in the lessening 
of the number of competitors was a violation of the law. Mr. 
Roosevelt rides rough-shod over this assumption and insists that 
big business and big combinations have come to stay and must not 
be destroyed. 

President Taft appears to have found time to read Mr. Roose- 
velt’s article. The President is a lawyer and a former judge, and 
no one naturally pictures him at the feet of his predecessor re- 
ceiving instruction in the law. Yet his message to Congress puts 
forward in very dignified language the same views that Mr. 
Roosevelt has promulgated in his Outlook article. Mr. Taft has 
evidently learned something new either about business or about 
the Anti-trust Law. In his former speeches and messages he had 
doggedly maintained that the law was all right and that business 
must learn to adapt itself to the law. Now he admits frankly that 
the law is inadequate and recommends that it be supplemented in 
two ways: first, by legislation specifying as far as possible those 
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business practices which must be adjudged “ restraints of trade” 
and “‘ attempts to monopolize ” ; and second, by the creation of an 
Industrial Commission with power to supervise and regulate the 
affairs and conduct of corporations engaging in interstate com- 
merce. The President also recommends the enactment of a fed- 
eral corporation law on the ground that corporations under a 
federal charter would be more easily supervised and controlled 
by federal officials than those operating under a state charter. 

On one point the President and Mr. Roosevelt are not in 
agreement. The President says with regard to the decree against 
the Tobacco Trust: 

I venture to say that not in the history of American law has a 


decree more effective for such a purpose been entered by a court 
than that against the Tobacco Trust. 


Here is Mr. Roosevelt’s opinion: 


Surely a miscarriage of justice is not too strong a term to 
apply to such a result when considered in connection with what 
the Supreme Court said of this trust. That great Court in its 
decision, in spite of its habitual and severe self-restraint in stig- 
matizing wrongdoing, yet unhesitatingly condemned the Tobacco 
Trust for moral turpitude. 


There is certainly some lack of consistency between the Su- 
preme Court’s logic and its decrees in the Tobacco and Standard 
Oil cases. Its reasoning leads irresistibly to the conclusion that 
mere bigness is not a crime, and that the form of organization, 
whether giant corporation or giant combination, is immaterial, 
either being permissible under the law unless they lead to obnox- 
ious monopoly and restraint of trade. It is not clear, therefore, 
just what good has been accomplished by the enforced dismem- 
berment of the Tobacco Trust and the Standard Oil Company. 
Unless we are to view the decrees as experiments in judicial 
vivisection made in the hope of discovering a penalty that will 
inflict less loss upon the public and more pain upon the defend- 
ants, it seems necessary to agree with Mr. Roosevelt that the 
courts and the law in relation to big business are in a chaotic con- 
dition. 

We repeat, nevertheless, that business men at last have a 
right to be hopeful. The only thing to be feared now is the pos- 
sible recrudescence of demagogy in the Democratic Party, and 
that event does not loom up as probable. 
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Announcements 


Suffern & Son announce that their offices have been removed from 165 
Broadway to the Singer Building, 149 Broadway; also that C. J. Mor- 
rison, heretofore Manager of the Department of Effective Organization, 
has been made Manager of the Engineering Department. 


Marcus H. Livingston, C. P. A., has opened an office in the Fowler 
Building, 92 State Street, Boston, for the general practice of accountancy. 


George A. Touche & Co. have opened an office in the Metropolitan 
Building, Hastings Street, Vancouver, B. C., with Campbell H. C. Rob- 
ertson, A. C. A., England, as resident partner. 


Arthur Young & Co. announce that Robert L. Cuthbert, formerly 
with Deloitte, Plender, Griffiths & Co., has been admitted to partner- 
ship and that they have opened an office for the general practice of ac- 
countancy in the Wall Street Exchange Building, New York City. 


J. H. Kingwell, Auditor of the Denver Union Water Company, will 
resign his present position on or about January Ist, 1912, in order to 
resume the general practice of accountancy in Denver. 


The Ohio State Society of Certified Public Accountants has elected 
the following officers for the year I9II-19I2: 


A series of lectures is to be conducted for the benefit of the younger 
members of the profession during the winter. 


The Texas State Society of Public Accountants held its first annual 
meeting and banquet in Dallas on October 21st. J. B. Geijsbeek, C. P. A., 
of Denver, delivered the principal address. 

C. P. Bridewell, Vice-President of the Society, having moved to 
Seattle, Wash., Geo. Kidd, Jr., was elected to fill the unexpired term. 

The members of the Society are now actively working for the enact- 
ment of an adequate C. P. A. law at the Session of the Legislature con- 
vening in January. 


John B. Guernsey, B. C. S., announces that he has opened an office in 
the Singer Building, New York City, for the general practice of financial 
and cost accounting. 

Frederick E. Reeve, C. P. A. (N. Y.), announces that after December H 
1st he will be associated with the firm of Frederick Marshall of New : 
York City, for the practice of accounting and auditing. 
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Charles Nixon Vollum 


One of the pioneer members of the accounting profession in the 
United States, Charles Nixon Vollum, C. P. A. of the State of Penn- 
sylvania, died October 26, 1911. Mr. Vollum, at the time of his death, 
was senior partner in the firm of Vollum, Fernley, Vollum & Rorer, of 
Philadelphia. He was active in the enactment of the Certified Public 
Accountants’ Law of the State of Pennsylvania and one of the charter 
members of the Pennsylvania Institute of Certified Public Accountants. 
He had served continuously as President of the Board of Examiners of 
the State and had been President of the Institute and on many of its 
most important committees. In his death the profession loses one of its 
most respected and valued members. 

As a fellow of the American Association of Public Accountants Mr. 
Vollum had been active in many movements for the advancement of the 
profession. At the time of his death he was chairman of the Committee 
on National Association of Certified Public Accountants. 

At a meeting of the Pennsylvania Institute of Certified Public Ac- 
countants on October 28, 1911, the following Resolution was adopted: 


Whereas, In the death of Mr. Charles Nixon Vollum on October 26, 
1911, the Pennsylvania Institute of Certified Public Accountants is called 
upon to mourn the loss of an associate of high professional attainments 
and one whose qualities of heart and mind have endeared him to us all, 

Be it therefore 


Resolved, That we desire to place on record our deep sense of loss 
by the demise of one to whom we have been accustomed to turn for 
counsel and help in all the affairs of the Institute, and our acknowledg- 
ment of the debt of the profession to his untiring efforts for the elevation 
and advancement of accountancy. To him we are indebted for the en- 
actment of the Certified Public Accountant law in this State. As Presi- 
dent of the State Board of Examiners from the date of its organization, 
he always performed his duties with unusual fidelity, energy and ability, 
his administration being marked by uniform fairness and courtesy. He 
contributed unselfishly of his time and energy to the work of the In- 
stitute, having served as its President and on its most important com- 
mittees. By his genial manner and kindly disposition he won and 
maintained the affection and esteem of his colleagues. 

Be it further 


Resolved, That we tender to his sorrowing family our heartfelt sym- 
pathy in their bereavement, and that as a mark of our appreciation and 
esteem, it is hereby directed 

That these resolutions be entered on the minutes of the Institute and 
a suitably engrossed copy be sent to Mr. Vollum’s family. 
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Support for the Corporation Tax Amendment 


The Committee on Federal Legislation of the American Association 
of Public Accountants has been working energetically to further the 
interests of accountants by having the proposed Corporation Tax Amend- 
ment introduced and passed, so that corporations may hereafter make 
their returns at the close of the fiscal instead of the calendar year. 

This amendment is regarded as one of the most important steps that 
can be taken to help the whole body of accountants of the country, since 
it will enable them to distribute their work more evenly throughout the 
year and thus to secure greater efficiency with less inconvenience. 


One of the latest moves in the campaign is set forth in the follow- 


ing letter, which has been sent out to all members of the American 
Association of Public Accountants: 


November 15, Igri. 


To THE MEMBERS OF THE AMERICAN ASSOCIATION OF PusLtic ACCOUNTANTS: 


Congressman Francis Burton Harrison has promised to introduce at 
the coming Session of Congress, a bill to amend the Corporation Tax 
Law in accordance with the ideas of the business world, whereby re- 
turns shall be made at the close of fiscal, not necessarily calendar years. 

You are urgently requested to lose no time in approaching either 
your Senators or Representatives, or both, with the object of obtaining 
promise of co-operation when the bill is introduced by Mr. Harrison. 

As you are aware, this is in a measure the culmination of a campaign 
for amendment which has been carried on by your Federal Legislation 
Committee for the past six months. It is unnecessary here to go further 
into the question of the desirability of an amendment of the law. The 
need for alteration is admitted on all sides, and there is every prospect 
of a practically unanimous passage in both Houses of Congress when the 
bill is introduced. But IT Is OF VITAL IMPORTANCE THAT THERE SHOULD 
BE ACTIVE CO-OPERATION BY AS LARGE A NUMBER OF CONGRESSMEN AND 
SENATORS AS IT IS POSSIBLE TO ENLIST. 

The near approach of the assembling of Congress leaves little time, 
and your Committee earnestly requests that you will use every endeavor 
naga the assistance of your Representatives and Senators without 

elay. 

This assistance may be gained in two ways. First, through represen- 
tation by corporations to Congressmen pointing out the great incon- 
venience and expense involved in an arbitrary rule requiring December 
3Ist to be the date of report. Secondly, by directly communicating with 
Senators and Representatives, and convincing them of the hardships 
which the Jaw as enforced inflicts upon accountants. 

Previous circular letters from this Committee have informed you of 
the progress which has been made in preparing the way for the passage 
of the amending bill. The opposition of the Treasury Department will 
probably be overcome by careful preparation of the bill in consultation 
with Officials of that. Department. olitical opposition does not exist. 
This is a matter simply of public expediency and one to which both 
parties should be ready to lend their aid. 

In reply to complaints and inquiries, the Treasury Department has 
asserted that 95 per cent of the corporations concerned have complied 
with the present law and have found it not inconvenient to do so. This 
assertion can be and must be disproved if we are to obtain the desired 
relief. It can be shown conclusively on the testimony of your clients 
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that although there has been compliance with the law, it has been effected 
with great difficulty. Mere obedience to the law does not signify ap- 
proval of it. It does show, however, that the business community is 
ready to make great efforts to meet the wishes of the Government en- 
trusted with the administration of the law, and therefore is an argument 
for consideration of, rather than rigid opposition to, the wishes of the 
taxpayer. 

ill you kindly approach your clients and urge them to communicate 
directly with their Representatives in Congress in some such form as 
po —— was enclosed in the Committee’s circular letter of August 
24t 

In approaching your Congressmen or Senators, it probably would 
be advisable to draw particular attention to the large numbers of repre- 
sentative bodies of commercial and industrial men which have endorsed 
the idea that will be embodied in the proposed amendment. Chambers 
of Commerce and similar institutions from the Atlantic to the Pacific 
have given unqualified approval to an amendment of the law, and this 
fact alone should be sufficient reason for the co-operation of your 
Representatives. 

At a later date your Committee will advise you of further steps in 
the campaign, but for the present it will be enough if you will obtain a 
promise of assistance from Members of Congress. 

If the American Association of Public Accountants is to show its 
co-ordination ard strength, each member of the Association must adopt 
this opportunity so to do, and must make an immediate and personal 
effort to further the aims in view. 

Kindly treat this letter as being of as much importance as though it 
were a purely personal communication. The Committee must have the 
assistance of every Member of the Association. 

Enclosed herewith is a copy of the form of letter sent with the 
Committee’s circular of August 24th. 


Very truly yours, 
Rosert H. Montcomery, Chairman. 
Committee. 
Enclosure.] 


The following is the enclosure referred to: 


Hon. 


United States Senate (House of Representatives), 
Washington, D. C 


Dear Sir: 

The change in corporate accounting for purposes of Federal Cor- 
poration Tax is a matter which has the warm support of a very large 
number of commercial bodies and individual corporations throughout 
the country. You are no doubt aware that Chambers of Commerce and 
similar bodies in several of the principal cities have passed resolutions 
favoring such an alteration. There seems no reason why the purposes 
of the Government cannot be equally well served by permitting com- 
panies to make their returns as of the close of their individual fiscal 
years. It is certain that such permission would be of the utmost con- 
venience to very many companies, and would tend to diminish the op- 
position to this form of taxation. 

Owing to the exigencies of business, it is practically impossible for 
many firms and corporations to conclude their fiscal years on December 
31st, and you will readily understand that, in the case of such companies, 
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it is a great hardship to be compelled to make accurate inventories and 
—— an accurate balance sheet at, what is to them, an unnatural fiscal 
period. 

The only objection which has been raised by the Government, or its 
officials, is that it would be inconvenient to make another change now 
that the law fixing December 31st of each year has been put in effect. 
This objection by its weakness shows that there is no valid reason, from 
an administrative point of view, why December 31st should be maintained 
as the fixed termination of all fiscal years. 

Adoption of the natural fiscal years of all corporations would spread 
the work of accounting more or less evenly throughout the twelve months, 
and it would work a considerable saving financially. Surely the cor- 
porations which pay the tax are entitled to as much consideration as 
can be given them without injury to the purposes of the Government. 

Not only would there be a saving to corporations and accountants, 
but the administration of Government could be more easily and less 
expensively carried out. Under the present regulations, balance sheets 
and inventories from approximately 400,000 corporations have to be 
compiled and submitted to Washington between December 31st and 
March 1st. This involves an abnormal amount of clerical assistance, 
much of which cannot be as efficient as that of the regular staff of the 
department. 

In every way, therefore, an amendment calls for commendation, and 
it is hoped that you will find it possible to assist in its passage through 
the Senate (House of Representatives) when the time comes. 

This Company is a in favor of the amendment and urges its 
adoption. ery truly yours, 


Many accounting firms have been assisting the work of the Federal 
Committee by sending out circular letters urging the importance of hav- 
ing this amendment passed. The following letter shows the energy with 
which the work is being prosecuted. 


New York, November 22, 1911. 
Dear Sir: 


At the coming Session of Congress there will be introduced in the 
House of Representatives a bill to amend the Federal Law imposing an 
Excise Tax on the Net Income of Corporations. This bill will provide 
that returns shall be made at the close of and for such fiscal year as 
__ corporation may adopt, instead of for the calendar year as here- 
tofore. 

Many corporations find it necessary to take gy! on December 
31, as a basis for making up a Return of Annual Net Income for the 
year ending on that day. Those who are then at the maximum of their 
production suffer great inconvenience and expense from this interrup- 
tion of their business. Any uniform year is bound to affect many in 
like manner. The proposed amendment would relieve every corporation 
from such a situation. 

If the work of administering the law as it devolves upon the U. S. 
Treasury Department were distributed throughout the calendar year, 
instead of being congested within the period of about four months prior 
to June 30, it is obvious that greater economy and efficiency could be 
accomplished. 

We take the liberty of urging that you request your Representative 
in Congress to send you a copy of this bill as: soon as it is introduced 
and that, having acquainted yourself with its provisions, you endeavor 
to impress upon the Representatives and Senators from your State the 
need for the proposed amendment and the just claim that corporations 
have upon their full co-operation in securing the passage of the bill. 
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Competent authorities claim that no tax law is better administered 
than the Income Tax Law of Great Britain, which permits every cor- 
poration to adopt a fiscal year best suited to its convenience and to file 
its Annual Returns accordingly. 

In case your Company is so fortunate as to suffer no inconvenience 
from the present law, we hope you will give the proposed amendment 
your support on the ground that it is a sensible provision, from a busi- 
ness point of view, that cannot work harm to the Government or to any 
other interest. Yours very truly, 


New Legislation in New York State 


Two new bills, looking to the further advancement of the accounting 
profession in New York State, have been introduced in the Legislature 
of the State of New York. For them the New York State Society of 
Certified Public Accountants has requested the support of members. The 
following is a copy of the letter sent out to each member and copies of 
the bills, which are self-explanatory. 


Dear Sir: 
At a meeting of this Society held 13th inst., Mr. Suffern offered the 
following resolution which was adopted: 

Resolved, that the Secretary be and he hereby is instructed to send 
to each member a letter accompanied by a copy of the bills which 
it is proposed to have introduced into the Legislature at its next 
session, and to request that he communicate his approval or dis- 
approval of such legislation to the Secretary. In the event that no 
response is received, the assent and approval of the member shall 
be taken for granted. 


In compliance with my instructions as above, I herewith enclose a 
copy of the bills referred to and request that you will signify your 
approval or disapproval on the accompanying slip, and mail it to me at 
your earliest convenience. 

In anticipation of your attention, I am 

Very respectfully, 
Samuet D. Partrerson, 
Secretary. 
STATE OF NEW YORK 
No. 596. Int. 553. 


IN SENATE 
March 2, 


Introduced by Mr. Brack—read twice and ordered printed, and when 
printed to be committed to the Committee on Judiciary. 


AN ACT 
To AMEND THE GENERAL Business Law, CHAPTER TWENTY OF THE 
ConsoLipaATtep Laws, IN ReLatTion To Pusiic ACCOUNTANTS. 
The People of the State of New York, represented in Senate and 
Assembly, do enact as follows: 
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Sec. 1. Section eighty, article eight of chapter twenty-five of the 
laws of nineteen hundred and nine, entitled “An act relating to the 
general business law, constituting chapter twenty of the consolidated 
laws,” is hereby amended to read as follows: 

Sec. 80. Certified public accountants. Any citizen of the United 
States, or person who has duly declared his intention of becoming such 
citizen, residing or having a place for the regular transaction of business 
in the state, being over the age of twenty-one years and of good moral 
character, and who shall have received from the regents of the university 
a certificate of his qualifications to practice as a public expert accountant 
as hereinafter provided, shall be styled and known as a certified public 
accountant; and no other person shall assume such title, or use the 
abbreviation C.P.A. or any other words, letters or figures, to indicate 
that the person using the same is such certified public accountant. Any 
person who has practiced three years as a certified public accountant in 
another state, under a license or a certificate of his qualifications to so 
practice, issued by the proper authorities of such state, and any person 
who has thus practiced in another country, may upon payment of the 
regular fee, in the discretion of the regents of the university, receive a 
certificate to practice as a certified public accountant without an exami- 
nation. But he must possess the other qualifications required by the rules 
of the regents of the university and must furnish satisfactory evidence 
of character and qualifications. 


Sec. 2. This act shall take effect immediately. 


STATE OF NEW YORK 
2d Rdg. 1033. Nos. 1875, 2473. Int. 1548. 
IN ASSEMBLY 
April 27, 1911. 

Introduced by Mr. M. A. O’Nem—read once and referred to the Com- 
mittee on Codes—reported by the Committee on Rules with amend- 
ments, ordered reprinted and placed on special order of second and 

third reading. 


AN ACT 


To Amenp Sections Seven Hunprep AND Firreen, TEN HunpreD AND 
FirteeN, NINETEEN HUNDRED AND Forty-SevEN, TWENTY-SEVEN 
HuNDRED AND TWENTY-FIVE AND TWENTY-SEVEN HUNDRED AND 
Twenty-EIGHT oF THE Cope or Crivit Procepurr, sy AppING MATTER 
RELATING TO ACCOUNTANTS. 


The People of the State of New York, represented in Senate and 
Assembly, do enact as follows: 


Sec. 1. Section seven hundred and fifteen of the code of civil proce- 
dure is hereby amended to read as follows: 

Sec. 715. Security. A receiver, appointed in an action or special 
proceeding, must, before entering upon his duties, execute and file with 
the proper clerk, a bond to the people, with at least two sufficient sureties, 
in a penalty fixed by the court, judge, or referee, making the appoint- 
ment, conditioned for the faithful discharge of his duties as receiver; 
and the execution of any such bond by any fidelity or surety company 
authorized by the laws of this state to transact business, shall be equiva- 
lent to the execution of said bond by two sureties. And the court, or, 
where the order was made out of court, the judge making the order, 
by or pursuant to which the receiver was appointed, or his successor 
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in office, may, at any time remove the receiver, or direct him to give a 
new bond, with new sureties, with the like condition. But the foregoing 
provisions of this section do not apply to a case where special provision 
is made by law, for the security to be given by a receiver, or for in- 
creasing the same, or for removing a receiver. A receiver who, having 
executed and filed a bond as provided for in this section, before pre- 
senting his accounts as receiver, must give notice to the surety or sure- 
ties on his official bond, of his intention to present his accounts, not less 
than eight days before the day set for the hearing on said accounting. 
The same notice must be given to such surety or sureties where the 
accounting is ordered on the petition of a person or persons other than 
the receiver, and in no case shall the receiver’s accounts be passed, settled 
or allowed, unless the said notice provided for in this section shall have 
first been given to the surety or sureties on the official bond of such 
receiver. In connection with the passing, settlement or allowance of 
such accounts, the court, in its discretion, may order an examination 
and audit thereof to be made by a certified public accountant of the 
state of New York, who shall file with the court a written report of 
such examination and audit, ard who shall, at the request of any party 
interested, be subject to cross-examination as a witness. The fees of 
such accountant shall be fixed by the court, and shall be a taxable dis- 
bursement in such action or special proceeding. 


Sec. 2. Section ten hundred and fifteen of the code of civil proce- 
dure is hereby amended to read as follows: 


Sec. 1015. Compulsory reference upon questions incidentally arising. 
The court may likewise, of its own motion, or upon the application of 
either party, without the consent of the other, direct a reference to take 
an account, and report to the court thereon, either with or without the 
testimony, after interlocutory or final judgment, or where it is necessary 
to do so, for the information of the court; and also to determine and 
report upon a question of fact, arising in any stage of the action, upon 
a motion, or otherwise, except upon the pleadings; and for the purpose 
of taking such an account, the court, on the application of a referee so 
appointed, may, in its discretion, direct the examination and audit of 
such books, papers and accounts as may be material thereto by a certified 
public accountant of the state of New York, who shall file with the 
court a written report of such examination and audit, and who shall, 
at the request of any party interested, be subject to cross-examination 
as a witness. The fees of such accountant shall be fixed by the court, 
and shall be a taxable disbursement in such action. 


Sec. 3. Section nineteen hundred and forty-seven of the code of 
civil procedure is hereby amended so as to read as follows: 


Sec. 1947. Continuance of partnership business during action for ac- 
counting, et cetera. In an action brought to dissolve a partnership, or 
for an accounting between partners, or affecting the continued prosecu- 
tion of the business, the court may, in its discretion, by order, authorize 
the partnership business to be continued during the pendency of the 
action by one or more of the partners, upon their executing and filing 
with the clerk an undertaking, in such a sum and with such sureties as 
the order prescribes, to the effect that they will obey all orders of the 
court, in the action, and perform all things which the judgment therein 
requires them to perform. The court may impose such other conditions 
as it deems proper, and may in its discretion at any time thereafter re- 
quire a new undertaking to be given. The court may also ascertain the 
value of the partnership property, and of the interest of the respective 
partners by a reference or otherwise, and may direct an accounting be- 
tween any of the partners; and the judgment may make such provision 
for the payment to the retiring partners, for their interest, and with re- 
spect to the rights of creditors, the title to the partnership property, and 
otherwise, as justice requires, with or without the appointment of a 
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receiver, or a sale of the partnership property. And for the purpose of 
such ascertainment or such accounting, the court, in its discretion, may 
direct an examination and audit of the books, papers and accounts of 
the partnership to be made by a certified public accountant of the state 
of New York, who shall file with the court a written report of such 
examination and audit, and who shall, at the request of any party in- 
terested, be subject to cross-examination as a witness. The fees of such 
accountant shall be fixed by the court directing such examination and 
audit and shall be a taxable disbursement in such action. 

Sec. 4. Section twenty-seven hundred and twenty-five of the code of 
civil procedure is hereby amended as follows: 

Sec. 2725. Intermediate accounting. An executor or administrator 
at any time may, voluntarily, file in the surrogate’s office an intermediate 
account, and the vouchers in support of the same. In either of the 
following cases, the surrogate may, in his discretion, make an order, re- 
quiring an executor or administrator to render an intermediate account: 


1. Where an applicatior jor an order, permitting an execution to 
issue on a judgment against the executor or administrator, has been 
made by the judgment creditor, as prescribed in section eighteen hun- 
dred and twenty-six of this act. 

2. On the return of a citation, issued on the petition of a judgment 
creditor, praying for a decree, granting leave to issue an execution on a 
judgment rendered against the decedent in his lifetime, as prescribed in 
section thirteen hundred and eighty-one of this act. 

3. On the return of a citation, issued on the petition of a creditor, 
or person entitled to a legacy, or other pecuniary provision, or a dis- 
tributive share, praying for a decree directing payment thereof, as pre- 
scribed in section twenty-seven hundred and twenty-two of this act. 

4. Where eighteen months have elapsed since letters were issued, 
and no special proceeding, on a petition for a judicial settlement of the 
executor’s or administrator’s account is pending. 

In case of the contest of any account filed pursuant to this section 
or in any other case where doubt exists as to the correctness or suffi- 
ciency of such account, the surrogate may, in his discretion, order an 
examination and verification of such account to be made by a certified 
public accountant of the State of New York, who shall file with the 
court a written report of such examination and verification, and who 
shall, at the request of any party interested, be subject to cross-examina- 
tion as a witness. The fees of such accountant shall be fixed by the 
surrogate and allowed as a disbursement in such accounting. 

Sec. 5. Section twenty-seven hundred and twenty-eight of the code 
of civil procedure is hereby amended so as to read as follows: 

Sec. 2728. Executors, et cetera, may petition for a judicial settle- 
ment, citation thereupon. In either of the following cases an executor 
or administrator may present to the surrogate’s court his account and a 
written petition duly verified, praying that his account may be judicially 
settled; and that the sureties in his official bond or the legal representa 
tives of such surety and all creditors or persons claiming to be creditors 
of the decedent, except such, as by vouchers, annexed to the account 
filed, appear to have been paid and the decedent’s husband or wife, next 
of kin and legatees, if any; or, if either of those persons has died, his 
executor or administrator, if any, may be cited to attend the settlement: 

1. Where one year has elapsed since letters were issued to such ex- 
ecutor or administrator. 

2. Where notice requiring all persons having claims against the de- 
ceased to exhibit the same, with the vouchers thereof, to such executor 
or administrator has been duly published according to law. If one of 
two or more co-executors or co-administrators presents his account and 
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a petition for a judicial settlement of his separate account, it must pray 
that his co-executors or co-administrators may also be cited. Upon the 
presentation of account and a petition as prescribed in this section, the 
surrogate must issue a citation accordingly. On the return of a cita- 
tion, issued as prescribed in this section, the surrogate must take the 
account, and hear the allegations and proofs of the parties, respecting the 
same. Any party may contest the account, with respect to a matter 
affecting his interest in the settlement and distribution of the estate. 
And any party may contest an intermediate account rendered under 
section twenty-seven hundred and twenty-five of this act in case the same 
shall not be consolidated pursuant to section twenty-seven hundred and 
twenty-seven of this act. A creditor, or person interested in the estate, 
although not cited, is entitled to appear on the hearing, and thus make 
himself a party to the proceeding. When letters issued to an executor 
or administrator have been revoked, he may present to the surrogate’s 
court a written petition, duly verified, praying that his account be judi- 
cially settled, and that his successor, if a successor has been appointed, 
and the other persons specified in this section, be cited to attend this 
settlement. In case of the contest of any account filed pursuant to this 
section or in any other cases where doubt exists as to the correctness or 
sufficiency of such account, the surrogate may, in his discretion, order an 
examination and verification of such account to be made by a certified 
public accountant of the State of New York, who shall file with the 
court a written report of such examination and verification, and who 
shall, at the request of any party interested, be subject to cross-examina- 
tion as a witness. The fees of such accountant shall be fixed by the 
surrogate and allowed as a disbursement in said accounting. 


Sec. 6. This act shall take effect immediately. 


Changes in The Journal 


As already announced in the November number, the semi- 
annual volumes of THE JOURNAL will hereafter begin with Jan- 
uary and July of each year. To permit of this change the issues 
of November and December, 1911, are included as Numbers 7 
and 8 in Volume XII of THE JourNnaL, Volume XIII beginning 
with the January number. 

The title page and table of contents of Volume XII will be 
found in the December number of THE Journat. When the 
volume is bound in permanent form, the title page and table of 
contents will, of course, be removed and placed in their proper 
positions in the front of the volume. 
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Reserves That Are, and Reserves That Are Not | 


To THe JouRNAL oF ACCOUNTANCY: 

It seems to be generally admitted that some accounts which are called 
reserve accounts are part of the surplus, and others are not a part of the 
surplus because they are really a reduction of assets. The purpose of 
these remarks is to point out the apparent necessity of discontinuing the 
use of the word reserve, unless with an account that is part of the sur- 
plus. It will be evident that it is entirely a question of terminology. 

The definition of reserve account which seems to be in general use 
is to the effect that it is an account which represents an amount set aside 
from profits to take care of some sort of expense which is to arise. 
This is sometimes enlarged upon by the statement that if this be so, 
there can be no reserve accounts established until profits have been 
earned. From the definition this would be a fact. 

Now, machinery depreciates and debts become doubtful and bad 
whether or not a profit has been earned. In other words, these things 
are a part of the expense and should be recorded regardless of profits. 
Then, accounts to represent depreciation are not reserve accounts ac- 
cording to our definition? If they are not, why call them such? These 
accounts are negative accounts. They are used to reduce the book value 
of assets. That fact suggests a name for them. Why not call them 
reduction accounts? The caption of the account for machinery depre- 


ciation then, would be—Machinery-Reduction for aes LP 


Newspaper Advertising Distribution 


To Tue JourNaL oF ACCOUNTANCY: 

Here’s a problem worthy of discussion. A mail order house has 12 
distributing branches, each controlling a certain territory. Considerable 
newspaper advertising is being done for the promotion of the business. 
What is the proper method of pro rating this expenditure among the 
respective branches? 

Heretofore the expenditure has been apportioned by charging to each 
branch those newspapers that are published in its own territory, regard- 
less of the fact that the bulk of the circulation may happen to be in a 
field controlled by another branch. 

For instance, a branch located at St. Louis, which house may control 
the State of Illinois. Now if the ads. appeared in this Chicago paper, 
this entire expense would be charged to the St. Louis Branch, while in 
reality the larger part of the circulation is in territory controlled by the 
Kansas City Branch. 

To me it does not seem proper to charge the full expenditure of this 
Chicago paper to the St. Louis House when the returns show that the 
St. Louis Branch received only 10 orders and the Kansas City Branch 
received 40 orders. Therefore, I am desirous of determining a more 
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equitable and just basis of distribution at the time of payment of this 
advertising. 

Of course, the distribution could be made on the basis of circulation 
of a paper, but when you have 100 or 200 newspapers on your list, 
it would simply mean a constant change in pro rating, involving endless 
detail; in fact, the results would hardly justify the effort. The circula- 
tion method of distribution does not appeal to me as the logical solution 
to the problem, as the circulation of the various papers is continually 
changing and we, therefore, could not hope to have a uniform system of 
pro rating. 

I would appreciate an answer through the columns of this magazine 
for the enlightenment of not only myself, but those subscribers who 
may be interested in mail order accounting. Georce SEE. 
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Epitep By Lee GALLoway, Pu.D. 


THE INCOME TAX, by Epwiw R. A. Sevicman, Professor of Political 
Economy, Columbia University. Published by The Macmillan Co., 
New York, 1911. Price, $3.00 net. 


Professor Seligman does not confine his book to any one phase of 
the subject in particular, but attacks it in the same broad and scholarly 
manner which characterizes all his works. We have, therefore, a mas- 
terly study of the history, theory and practice of income taxation. 

To the business man or accountant who has used rule of thumb 
methods and so considered income as a very simple matter of deter- 
mination and classification, Professor Seligman’s introductory chapter, 
“The Fundamental Problems,” will open up a new field of thought. 
And if we can judge the trend of the times, these men, the accountant 
especially, need more light upon the subject of capital and income than 
ever before in the history of the world. 

Taxation has ever been a troublesome question, but from the ac- 
countant’s point of view it has never been necessary for him, until now, 
to analyze its nature. The evolution of taxation from those early times 
when primitive fees and tolls were the basis of taxation, to the present, 
when a system of direct payments is used, shows that society must force 
upon the accountant a new duty and a new responsibility. Governments 
can no longer depend upon the historic sources of revenue—land, per- 
sonal property or even imports and exports. The industrial society of 
to-day has developed new forms of wealth which, unless some new 
method is devised, must go untaxed; must go without bearing their 
share of the burden of government. To reach this wealth and so again 
to adjust and equalize the burden of taxation the modern governments 
are beginning to levy upon the income of individuals. In England it 
takes the form of an income tax; in America it is being tried under the 
name of a corporation tax. For a time it was thought that income 
would be a fair test of a man’s ability or “faculty” to pay taxes, but 
then arose the question of what was meant by income. Here is where 
the accountant, trained in the details of business practice, proved valuable 
in assembling the material evidence which must be classified, but it has 
been left chiefly to the economist to analyze and formulate the basic 
distinctions, first, between capital and income; second, between gross in- 
come and net income; and, third, between the various elements of net 
income, such as gifts, inheritances, speculative revenues, earnings, etc., 
and finally between income that is in the form of money and income 
that is in its equivalent. The economist has done much in clearing away 
the haziness which has surrounded these subjects, and even if he is not 
fully satisfied as to the practicability of all his distinctions he at least 
knows that this obscurity has been pushed farther back and a larger 
region exposed within which the business man can work with reasonable 
assurance of practicable result than ever existed before. 
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Among the men who have done most 15 test the theories of economics 
in their applicability to the field of taxation, Professor Seligman stands 
foremost among the world’s political <conomists. The accountant, there- 
fore, who would know the best that has been given to the world con- 
cerning the history, theory or practice of income taxation should own a 
copy of Professor Seligman’s book. 

A brief outline of the content? will show in a general way the method 
of attack and the development of the subject. The first thirty-four pages 
are given over to a discussion of the development of the norm of 
taxation, the various tests of “ faculty” of taxation, such as the property 
tax, expenditure and product, and income; then follows an explanation 
of the meanings of income, differentiation and exemption and graduation 
of taxation; the chapter closes with a consideration of the three types 
of income tax. 

Following the introduction is Part I, treating of the income tax 
abroad and tracing the history of it from the Middle Ages to the present. 
This brings into view the income tax as developed and practiced in 
England, Germany, France, and other countries. 

Part II devotes four chapters to the income tax at home. This is 
divided into chapters upon income taxes as seen in the Colonies, in the 
various States since the Revolutionary War, in the North and the South, 
during the Civil War and the income tax of 1894. The fifth and sixth 
chapters are devoted to a thorough discussion of the constitutionality of 
the income tax and to the origin and meaning of the proposed sixteenth 
amendment. In the last 20 pages of the book the author argues for 
a practicable programme under the headings, “Is an Income Tax De- 
sirable?” “Shall the Income Tax be a State or Federal Tax?” and 
“ How Shall the Income Tax be Administered?” 

If the accountant is to live up to his responsibilities and his oppor- 
tunities in the near future he must master the principles underlying the 
income tax, of which the corporation tax is only one kind. Upon him 
more than any other man will fall the burden of advising his clients in 
making out the returns under the new law and he should be able to do 
it not only as a lawyer and expert bookkeeper, but as a professional 
accountant. 


THE NATIONAL LAND SYSTEM, 1785-1820, by Payson Jackson 
Treat, Ph.D., Assistant Professor of History, Leland Stanford 
Junior University. Published by E. B. Treat & Co., New York, 1910. 


To understand the economic as well as political development of Amer- 
ica one must know the peculiar system by which the vast acres of land 
have been disposed of to the citizens of the United States. Political 
freedom may mean very little unless accompanied by the economic inde- 
pendence of the individual man. Thus it is that our political history 
has been directly or indirectly influenced by the economic element of 
“free land.” Free land has been the great loadstone that has drawn 
the millions of European peasants to our country and it has been the 
land which has bound them in allegiance to the home of their adoption. 
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The industrial problems of America for more than half its existence 
as an independent nation have been agricultural at bottom. Hence, the 
system by which the land was allotted to the inhabitants was often a 
determining factor in the solution of those problems. One needs to men- 
tion only a few of the great crises through which the United States has 
passed to realize the close association of the Land System with them. 
The crises of 1837, the Civil War, and the numerous Indian Wars, etc., 
will serve as example, to say nothing of the development of our Public- 
School System, our Transportation Systems and our Immigration 
Problem. 

Professor Treat has given us a detailed account of the origin of the 
public domain and every form of disposition in use before 1820. This 
date was chosen as a fitting close to a period which had laid down the 
broad policies which later periods were to follow. 

“ Between 1776 and 1820,” says the author, “the public domain had 
been formed, the land system had been organized, the granting of land 
for education and military services had been introduced and grants for 
internal improvements had been discussed, while the method for confirm- 
ing foreign titles had been well worked out. But especially it was the 
period of the credit system.” 

To the man who reads history with a philosophical point of view 
the story of the origin of the public domain and of the Federal land 
system, combined with an account of the land sales under the confed- 
eration and the development of the system from 1789 to 1800, will be 
filled with absorbing interest. Altogether there are fourteen chapters, 
ten of which deal with the period from 1800 down to 1820. These em- 
brace the following subjects: The Abolition of the Credit System, Con- 
gress and the Land Debtors, The Extension of the Land System, The 
System of Surveys, The Confirmation of Foreign Titles, Land Grants 
for Military and Naval Services, Land Grants for Education, Special 
Grants of Land, Public and Private, The Satisfaction of the Candidates 
in the Deeds of Cession, 1784-1802, The Early Land System and the 
Westward Movement. 

Professor Treat has given us a scholarly and interesting book. There 
has been no attempt to gain popular favor by the use of hyperbole or 
generalizations not easily substantiated by facts; yet. his style is never 
heavy nor are his comparisons trite. He has given a clear, straight- 
forward statement of facts and this is the method which will appeal most 
to the business man of to-day. 


626 


\ 
‘ 


Legal Department 
Epitep sy CHartes W. Gerstenserc, LL.B. 


The Legal Department of THE JouRNAL oF ACCOUNTANCY is prepared to render a genuine 
service to its subscribers and readers, by undertaking to answer legal questions submitted to it. 
These questions, while they may be suggested by the problems that arise in the practice of our 
correspondents or by the more theoretical requirements of examination boards, should always 
be so stated as to call for —_ propositions of law. Whenever the Department receives a 

uery the correct answer to which may vary with many possible but unstated circumstances 

e correspondents will be asked to give the details or advised to consult local counsel. Reason- 
ably prompt — by the Department will be made by personal communication or through 
the columns of THE JouRNAL. Address all communications to THE JOURNAL OF ACCOUNTANCY, 
Legal Department, 198 Broadway, New York City. 


The federal cases passing upon the validity of rate regulating statutes 
afford more legal material to the accountant than any other set of cases. 
Perhaps not siace the Knoxville Water case and the Consolidated Gas 
case has there been a more important decision than that mentioned below, 
which involves a statute fixing telephone tolls. Aside from the prin- 
ciples of accounting involved and enunciated, the case is peculiarly in- 
teresting to the economist and the business man because it involves 
perhaps the most important economic questions of the day. Certainly 
there are few men in business to-day who are not vitally interested in 
telephone rates and in government regulation of public utilities. 

The case referred to—Cumberland Telephone and Telegraph Com- 
pany vs. City of Louisville (187 Fed. Rep. 637)—was decided April 25, 
1911, in the United States Circuit Court for the Western District of 
Kentucky, District Judge Evans writing the opinion. The following is 
very nearly a complete statement of the opinion, but omits certain tech- 
nical legal questions with which the accountant has little or no concern. 

The complainant—styled “the company” by Judge Evans—was, in 
February, 1909, charging the following rates for services in the city of 
Louisville: 


Business RATES 
Within the Two Mile Radius of Nearest Exchange 


Public pay station (coin device) private ...... atucebuien one. 4 


(Agent’s service free out and in, and divide with any 
cash deposits for local city cals.) 
City and county telephones within city limits .......... 400 “  “ 


RESIDENCE RATES 


Private, beyond city limits and within three miles of 


2-station, beyond city limits and within three miles of 
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Country 


Business or residence—add to the exchange 
rate fifty cents per month, per mile, or fraction 
Private thereof, if subscribers are located beyond the 
Metallic exchange radius. Exchange radius for business 
is two miles—for residence, three miles—from 
nearest Louisville exchange. 
Business or residence—add to the exchange ra- 
4-party dial rate twenty-five cents per month, per mile, 
Metallic or fraction thereof, if the subscriber is located 
beyond the exchange radius. For exchange ra- 
radius, see above. 
A discount of fifty cents per month is allowed on all rates above 
enumerated if rental is paid quarterly in advance. 
Private line instruments $12.00 per year, per instrument, to which 
is added mileage charge of $30.00 per mile, per annum. 


Extension bells (business or residence) ............ net $0.15 per month 
Loud ringing extension gongs 


The City of Louisville—called “ the city” by Judge Evans—apparently 
without making any adequate inquiry into the real facts upon which 
such action could intelligently be based, on February 27, 1909, through 
its legislative department, enacted, and on March 6, 1909, the mayor 
approved, an ordinance which was as follows: 


“ Be it ordained by the general council of the city of Louisville: 


“Section 1. That no company, corporation or individual operating, 
conducting, maintaining a edaiane system, or furnishing telephone serv- 
ice in the city of Louisville, shall charge more for service than the fol- 
lowing rates which are hereby fixed, established and ordained tc be 
the maximum rates that may be charged for telephone service in the city 
of Louisville. 


“Sec. 2. For each telephone in a business house or office the maxi- 
mum rate or charge shall not exceed, for a single or private line, un- 
limited service, $5.50 per month, or at the rate of $66 per year. For a 
party line, unlimited service, $4 per month, or at the rate of $48 per 
year. For each telephone in a residence the maximum rate or charge 
shall not exceed, for a single or private line, unlimited service, $3 per 
month, or at the rate of $36 per year. For a party line, unlimited serv- 
ice, $2 per month, or at the rate of $24 per year. For each extension 
desk telephone the maximum rate or charge shall not exceed $1 per 
month, or at the rate of $12 per year. 


“Sec. 3. Any person, firm or corporation violating any provision of 
this ordinance or charging a higher rate for telephone service than is 
fixed 4 this ordinance shall be subject to a fine of not less than $5 nor 
more than $25 for each offense. Each charge for telephone service in 


628 


| 
| 


Legal Department 


excess of the rates herein fixed and each month that such charge is 
made for such service shall constitute a separate offense.” 


As stated by Judge Evans: “ Of course the city was not bound by any 
law or constitutional provision to make any inquiry before enacting the 
ordinance, but when it is krown that it did not do so in respect to a 
matter as important and intricate as the one involved, the weight of any 
presumption in favor of its action is lessened. However plausible it 
may appear on paper, guess work, if ever admissible upon so difficult 
a problem as rates, is likely to lead to unsatisfactory results and pos- 
sibly palpable injustice. As the rates thus fixed effected a very ma- 
terial reduction, the company, on March 8, 1909, filed its bill, in which 
it prayed that the city be enjoined from enforcing the ordinance. The 
ground upon which that relief was sought, speaking generally, was that 
the rates fixed by the ordinance were confiscatory, and would not, if 
enforced, permit the company to earn a fair, reasonable and just in- 
come and return upon the value of its property in the city used for 
operating and conducting its business.” 

The case was decided in favor of the company. The points of most 
interest to the accountant and to the economist are considered in the 
following selections from Judge Evans’ opinion which are presented 
verbatim : 

[3] It would seem clear from the decisions that the most material 
question in such cases is that of the reasonable value of the property 
“at the time it is being used for the public”—that is to say, the time 
at which the question arises—it being upon the reasonable valution at 
that time that the company is entitled to earn a fair return. Willcox 
v. Consolidated Gas Co., 212 U. S. 41, 29 Sup. Ct. 192, 53 L. Ed. 382. 
The ascertainment of the present value of the company’s plant is there- 
fore a matter of prime importance, and the subject, speaking generally, 
may be viewed from many standpoints, as to which it may suffice for 
present purposes to suggest that if the expenditures in the construction 
and equipment of a public utility corporation have been absurdly ex- 
travagant and wasteful it would not be admissible to say that such 
outlays fairly indicated the real value of its plant nor in such a state 
of case that rates should be fixed upon a scale that would pay ordinary 
dividends upon a licentiously extravagant cost of property, and simi- 
lar considerations might apply if fictitious velues were the result of 
“watering” the stock. On the other hand, if property had been ob- 
tained at a price far below its real value in better hands, or if some 
one of the many accidents or unsuspected reasons for a large increase 
should fortunately operate to double the valuc of a plant it would not 
be just nor reasonable to confine ourselves to the lower or former 
value not to say that such former value continued to be the real one. 
The value of a plant may depend upon good fortune, upon good manage- 
ment or upon fortuitous circumstances, but in every event the reasonable 
value of the property “at the time it is used for the public” is the 
value we are to ascertain for the purposes of this controversy. Cost 
of the plant at a much earlier date may throw some light on the ques- 
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tion of value, and hence the provision in the order of reference direct- 
ing the inquiry as to the cost. Of course as this direction was made 
in advance of knowledge of the actual situation it could not be then 
seen that the question as to the cost of the plant would be so complicated 
as the inquiry developed it to be. The wisdom of the rule which fixed 
present value instead of the original cost of the property as the prime 
factor in our problem is well illustrated by this case, although here, as 
in all similar cases, the question of value must largely be a matter of 
opinion. Not because the cost of the plant was at all conclusive in its 
bearing upon the questions involved, but, as already stated, because it 
might be helpful, the court, in the order of reference, directed an in- 
quiry into the actual cost of the company’s property in this city. The 
lapse of many years, the multitude of items making up the total, the 
wide diversity of present views as to what expenditures should have 
been or should now be included in the cost of construction, etc., the 
manner of keeping the company’s accounts (though no dishonesty is 
attributable, inasmuch as no motive is conceivable which at that time 
tempted to deliberate wrong), and other considerations have so obscured 
the question of cost of the plant as to greatly weaken the value of 
this inquiry, laborious and painstaking as it appears to have been. With 
all these difficulties to contend with, the master has found that the 
total cost of the company’s plant and property in this city, including toll 
lines but excluding real estate, was $1,506,531.21, while the company 
insists that it was $1,864,583.10—a difference of $358,051.89. This large 
difference does not seem to grow, to any material extent, except as to 
the value of real estate and toll lines, out of anything except a difference 
of opinion as to whether certain expenditures, which no doubt were 
actually made, should be charged to construction or some other account. 
In his estimate of the cost of the company’s plant the master excluded 
certain items which the company insists should have been included. The 
city made no objections to the finding of the master as to cost of 
plant, but the contention of the company may probably be best stated by 
an extract from its exceptions to the master’s report. After claiming 
that it had been agreed between counsel representing both sides and 
approved by the master that whatever the two accountants representing 
the two sides respectively should agree upon as the cost of the plant 
should be accepted by all parties as correct, and no testimony per~itted 
to vary or contradict it, the company, in its exceptions, says: 


These accountants, having agreed upon the records of 
complainant, showing the cost of the Louisville plant, ex- 
cluding toll lines and real estate, should, under the agree- 
ment, be accepted, and the cost was, as stated ........... $1,702,391.68 
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SUMMARY 


Complainant, for the foregoing reasons, insists that the 
master was in error in reporting the cost to complainant 
of its plant and property in the city of Louisville, as of 


The master should have found and reported that complain- 

ant’s plant cost it, as of January 1, 1900 .............+005 678,354.60 
And added construction to January I, 19090 ................ 1,023,545.34 

Making the total cost to complainant of its plant in 
Louisville, Ky., as of January 1, 1909 ..............-. $1,701,900.03 

And construction added from January 1, 1909, to March 9g, 
491.65 
Making the total cost of plant to March 9, 1909 ........ $1,702,391.68 
Total “cost of plant and property,” March 9, 1909 ...... $1,864,583.10 


The difference between the $1,702,391.68, alleged to have been agreed 
upon by the accountants, and the $1,506,531.21, fixed by the master as 
cost of the plant, plus $162,191.42, the value of the real estate, is the 
sum above referred to of $358,051.80. 

Consideration of these contentions between the parties in connection 
with the master’s findings, the exceptions thereto, and the large mass of 
testimony directed to the subject of cost of plant, will demonstrate the 
extreme difficulty of reaching a satisfactory conclusion upon the subject 
upon any very reliable theory, and the fact becomes apparent that its 
cost, under the complications presented in the record, would furnish a 
fallacious test of the actual present value of the company’s plant and 
property in this city where it is being used for the public. We incline 
to think that these considerations may properly relieve us of the neces- 
sity of passing directly upon the exceptions to the findings as to the 
“cost” of the plant, although the master seems, in his estimate of the 
present value, to have proceeded upon a different theory, for he says: 
“Tf I am correct as to the original cost, then it is not possible that the 
value of the plant at this date is in excess of the cost.” We are not 
sure that that result would necessarily follow, even if there were agree- 
| ment upon what constituted original cost, but under the circumstances 
| we think we need not pass on those exceptions, inasmuch as whether 
they are sustained or overruled the findings of the master as to the 

original cost, whether correct or not, under the circumstances of this 
case, furnish no very valuable guide for ascertaining the “ present 
value” of the plant. It might happen that original cost and present 
value in a given case (especially if the plant were not old) would be 
approximately the same, but that would be a coincidence merely and not 
a necessary sequence. We think, therefore, that we may safely pro- 
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ceed to the consideration of the latter question without directly passing 
upon the exceptions to the master’s findings as to the former, though 
we incline to think that the testimony clearly shows that the original 
cost of the company’s plant, exclusive of real estate and franchise, was 
as mut¢h as $1,600,000 beyond any premium paid for stock in the Ohio 
Valley Telephone Company. In short, a determination of the question 
of original cost in this case would most likely be the determination of 
an abstract question, inasmuch as we feel compelled to hold that the 
original cost of the plant carinot, per se, be determinative of its present 
value. We shall, however, endeavor to give proper weight to the testi- 
mony as to original cost in our effort to ascertain present values. It 
may be proper to say, however, that in considering the testimony as to 
the original cost of the plant, so far as it bears upon present value, we 
have not overlooked the fact that each of the parties tendered to the 
master the services of an expert accountant, George Wilkinson being 
named by the company, and E. W. Farnham being named by the city; 
that they examined the company’s books, and that they made a joint 
report to the master so far as they could agree, and separate reports 
upon points about which they differed. The master availed himself 
of these reports, and they were read as testimony at the trial. Wilkin- 
son, as a witness, testified very fully in support of his report. Farn- 
ham did not testify at all. Whether the failure to call him was because 
of subsequent developments we do not know, but it was shown by the 
testimony that though he was the general manager of the Mutual Audit 
Company of this city, in his previous business career he had not been 
a bookkeeper, but had been a locomotive engineer, a telegraph operator, 
a train despatcher, a constructor of works, an electrician and a de- 
tective, and besides had been engaged in the express business. While 
this may account for his not being called as a witness by the city and 
subjected to cross-examination, it hardly adds weight to his report to 
the master, which, however, may have been to some extent at least the 
work of his assistant, H. B. Warren, who is a bookkeeper, and who did 
testify. 
PRESENT VALUE OF THE PLANT 


In the order of reference the master was directed to find the value 
of the plant on March 6, 1909, when the suit was brought, and on 
November 17, 1910, when his report was filed. It will be seen that 
about twenty months elapsed between the earlier period and the last. 
Under what he conceived to be the proper rules for his guidance in 
ascertaining the original cost of the company’s plant the master, as we 
have seen, found it to have been $1,506,531.21, including the cost of 
the toll lines but excluding the cost of the real estate. In his report the 
master says: 

“ The service rendered by complainant is good, and the physical con- 
dition of its plant is excellent.” 


He also says: 
“For all practical purposes the Louisville exchange in all its parts 
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performs well the functions of a new plant, and is nearly equal physically 
to a new plant.” 


But, as we have seen, he also says: 


“Tf am correct as to the original cost, then it is not possible that the 
value of the plant at this date is in excess of the cost.” 


He also says: 


“T see no reason to doubt that the value of the plant as of the first 
of November, 1910, is not of much less value than I have found it to be 
as of date March 6, 1909.” 


In other words, for the twenty months ending in November last there 
was little or no actual depreciation in its value. 

The master had not seen his way properly to include in his estimate 
of the cost large sums which the company insisted should be included 
therein, but while he fixed the cost of the plant at the sum named, to 
wit, $1,506,531.21, he fixed the present value at only $1,355,875.09 in- 
cluding, as we have seen, the value of its toll lines. He fixed this 
valuation after, for some unexplained reason, deducting a flat depreci- 
ation of ten per cent alike upon the plant and upon the toll lines, thus 
finding the plant to be at present worth less by $150,653.12 than his 
own estimate of its cost. It would seem to result from this that the 
master was of opinion that the corpus of the plan, notwithstanding the 
expenditure of large sums for repairs and maintenance and indeed for 
reconstruction, had not been kept up during the period ending March 
6, 1909, to the standard which he found to exist now, although there 
was strong testimony to the contrary. The finding of the master as to 
the present value of the plant is the subject of many exceptions by 
both parties, and before we proceed to the consideration of the question 
upon the testimony of the witnesses (which at least appears to be the 
best way to get at it) we may notice those exceptions of the complainant 
which call in question the accuracy of his conclusions in excluding 
several items from his estimate. Those items were: First, what are 
called “overhead charges,” which are made up of various items of ex- 
penses incurred in the organization of the company and its work, the 
details of which need not be stated, but which it is claimed could not 
be avoided, and which enter, as is insisted, into the present value of 
the plant. These charges amounted to $90,000. Second. Expenses of se- 
curing business, and particularly the value of the franchise, right of 
way, office furniture, etc. The value of the franchise, it is claimed, is 
$80,000. Third. “ Working capital” amounting to $33,353.15, and sup- 
plies on hand amounting to $18,000. Fourth. The real estate and the 
improvements thereon of the value of $162,191.42. Fifth. The amount, 
somewhat indefinitely stated, of the excess in value of the toll lines over 
the $112,866.12 fixed upon them by the special master. Sixth. It is in- 
sisted that $50,000 should have been included in the estimate as a distinct 
and additional enhancement of the value of the plant because of the 
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fact that the company is a going concern. In valuing property of the 
character of that involved here it would indeed be locking only at “ its 
bare bones” not to take into consideration the fact that the company is 
a going concern. That fact, however, though possibly somewhat uncon- 
sciously to themselves, must necessarily, we think, have been taken into 
account by the witnesses who testified as to values. Property under- 
ground or overhead, thinly strung out over many miles, would have very 
diminished value were it not in actual use for the purpose for which it 
was installed. The matter does not appear to have been passed upon in 
the report, nor, while it is argued in the brief, does any exception appear 
to be based upon this phase of the case, but we have concluded that this 
element of value would hardly be susceptible of accurate measurement by 
and of itself, and we shall consider the fact to be that it was an inherent 
factor in the estimate made by each witness who testified as to values. 

[4] It seems to us that a proper amount of working capital should 
have been included in any estimate of the present value of the plant. 
In normal cases (and we may assume this to be such) it would play a 
very important part in enterprises like a telephone company. No as- 
sociation of prudent business men probably would attempt to conduct 
a large business, such as that involved in this case, without keeping 
a considerable working capital on hand devoted to that business and 
which would really be embarked in it. It would seem to be quite es- 
sential to the successful operation of any great plant that some work- 
ing capital should be kept on hand and available for immediate uses, 
and such capital would seem to be a very proper and important part 
of the property which, it may fairly be said, is “ being used for the pub- 
lic.” It may be difficult, however, to say in this case, as in all others, 
precisely what the amount of such working capital should be. 

Very similar considerations apply to what are called “supplies on 
hand.” We think prudent management demands that a _ reasonable 
quantity of articles certain to be called for in the operation of the plant 
should be kept on hand, and, if on hand, should be included in any es- 
timate of the present value of the property which is “being used for 
the public.” 

The “ franchise” and “ rights of way,” in cases like this, would seem 
to be absolutely necessary for the company, and being so, they are 
valuable, and under some circumstances should be included in any 
estimate of the real value of property used for the public. But while 
a franchise is a possession of great value to a telephone company in 
any city, it must be remembered that the franchise in this case was 
given freely and without price to one of the constituent companies of 
which complainant was made up. The gift was made before the adop- 
tion of the present Constitution of the state. As it was a free bestow- 
ment by the people, and could not figure as an item of expense in the 
original cost of the plant, and as no direct proof was tendered as to 
its present value (the only proof being that it was put into the con- 
solidated company at, say, $100,000, and then afterward carried by the 
company on its books as an asset), we are disposed to ignore it as one 
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of the values upon which a fair return may be earned by rates charged 
to the people who gave it. If it had been paid for originally, or even 
if any testimony had specifically shown its present value, we might have 
reached a different conclusion, but under the circumstances we are not 
disposed to guess about it. 

We suppose the franchise includes the right of way over the streets 
and alleys of the city, but there are other rights of way that must 
come from the owners of private property. Instances of this may oc- 
cur where lots are crossed by the company’s lines, or where wires are 
strung over housetops. As to the value of these rights of way con- 
sidered separately from the other property of the company there was 
no direct testimony, and we shall treat their value as a negligible quan- 
tity or one which has already gone into the estimate of the value of 
the plant. 

Office furniture is a small matter, but would seem to be necessary 
to the efficient conduct of the company’s business. Its value is shown 

to be $2,000, but it is not entirely clear that it was not included in the 
estimates of value made by the witnesses. Hence it will not be figured 
separately. 

“Overhead charges” consist of expenses much of which were in- 
curred long ago. Probably those expenses may have aided very ma- 
terially in increasing the present value of the plant. That present value 
we must ascertain, but it does not follow that “overhead charges” as 
a separate item should be included as such. It seems to us that they 
are too intangible to be available for that purpose. But we think that 
working capital and supplies on hand (which are practically equiv- 
alents) have tangible values which should have been taken into the 
estimate of the value of the plant. In their exclusion from the esti- 
mate we think the Special Master proceeded upon an erroneous theory, 
and we have concluded that their valuation should have been fixed as 
follows: The working capital at $33,000 and the supplies on hand at 
$18,000—a total of $51,000. We incline to think that the term “ working 
capital” might embrace both items, as supplies on hand may fairly be 
regarded as part of the working capital in another form. 


Estate 


It remains to be considered whether the company’s real estate should 
be included in estimating the present value of its property. The mas- 
ter excluded it from his estimate, but does not directly give his reason . 
for so doing. A statement in a later part of his report seems to au- 
thorize the inference that he did it because the company charged up 
: to expenses and credited to income an estimated rental for the real 
estate including taxes and interest.. If this be his reason we think it 
was not maintainable. The value of the real estate should be included 
{ because it is part of the property which is being used by the company 
for the public. George Wilkinson, one of the expert accountants, is 
not contradicted in his testimony that the company carries on its gen- 
eral books an income account, to which is credited an estimated amount 
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representing the rental value of its premises, which amount is charged 
to operating expenses, and which estimated rental value the company 
treats on its books of account as income. Assuming this to be true, 
we think it furnishes no reason for including this es.imated rental 
either in income or in expense from any standpoint appropriate to 
this litigation, however appropriate as matter of mere vookkeeping it 
might be for it to appear in the accounts of the company. Because 
its real estate is part of the “property which is being used for the 
public,” its value should be included in the estimate, but as no rent was 
actually paid for the real estate by the company, there was no actual 
outlay, nor was there any income derived from the real estate, as the 
company did not pay itself for the use of its own property. The book- 
keeping of the company in this respect was based upon grounds other than 
actual earnings and expenses. If effect is given to this bookkeeping in 
this particular litigation the result would be to exclude the company from 
the benefit of the value of its real estate in estimating the reasonableness 
of the rates it should be permitted to charge. Nothing in fact is sepa- 
rately earned and collected from the real estate. its use is to enable the 
other parts of the plant—such as business and residence telephones, toll 
lines, and the like, upon which actual cash is collected—to earn income. 
In the direct sense, therefore, the real estate orings in no separate income. 
Nevertheless it is a very essential part of the company’s property which 
is being used for the public. We think the exclusion of the value of the 
real estate was erroneous, and we find that its value is and was at least 
$162,000. 


SEPARATE VALUE OF THE PLANT 


In considering the question of the value of the plant outside of vari- 
ous items already disposed of, we find it impossible, amidst the im- 
mense complications disclosed in the testimony, to go into details. 
Our task for the present is to ascertain whether the company has made 
it clear that the master’s valuation of the property which is being used 
for the public is too low, and, if so, to what extent. The Supreme 
Court said in the case last referred to that any estimate of value must 
be an opinion estimate. In a case like this there is no possibility of 
scientific accuracy. The master seems to have based his final estimate 
of the value of the plant largely upon his conclusic 1 as to its original 
cost, less certain depreciations, and then he makes a flat deduction 
therefrom of ten per cent in addition. As already intimated, we have 
concluded that original cost does not of itself furnisi: a reliable test 
of actual values in a case like this. Discardling it, as we do, devolves 
upon us the task of ascertaining the value of the plant upon all the 
testimony heard in the case. This may be a different, but it is by no 
means a less difficult or less laborious task. Nor is it the less neces- 
sary because the results of the two processes may not be strikingly 
variant. Details would extend this opinion to unbearable length, and 
we shall be content with saying that a very carefu! and protracted con- 
sideration of all the testimony has led us to the conclusion that the 
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master’s estimate of the reasonable value of the plant is clearly too 
low. ife says: 


Cor vinced as I am that my finding as to the cost of the plant 
is correct, I am, for the reasons stated, persuaded that the 
value of the plant as of March 6th, 1909, all features of de- 


preciation considered, ought to be and is............+00. $1,381,124 41 
Less depreciation Of tem POF COM 138,112 44 


This does not embrace real estate nor toll lines nor working capital, if 
any should be allowed. 


The value o* the plant, after considering depreciation, I find to 


Va'ue of toll lines and equipment 125,406 80 
Less depreciation of ten per cent ..........cccccseeececees 12,540 68 


T find therefore that the total value of the exchange, includ- 
ing the toll lines, but excluding real estate, as of March 6, 


We have not been aole, from anything said by the master, to see 
what his reasons were for the reduction of ten per cent for deprecia- 
tion, as shown in the above extract from his report, particularly as 
the large sums shown by him to have been expended for maintenance 
znd reconstruction had, as he tells us, put the plant in excellent condi- 
tion and practically equal to a new one, and had prevented any ma- 
terial change of its value during the twenty months the case was before 
him. If we eliminate the ten per cent reduction made by the master 
we find that his estimate of the value of the plant would be $1,506,- 
665.09, which would be $133.88 in excess of the original cost of the 
plant, which he found to have been $1,506,531.21. We think the re- 
duction of ten per cent under the circumstances, was in large measure 
an arbitrary reduction in the sense that it was without an adequate 
basis in view of the large expenditures made to keep the plarit up to the 
standard. 

As opposed to the master’s valuation of the plant at $1,355,878.09, 
including toll lines, but excluding real estate, the company, as we have 
seen, insists that the plant is worth $1,702,391.68, exclusive both of 
toll lines and real estate. This contention of the latter seems to be 
based upon the assertion that the two accountants who jointly exam- 
ined the company’s books have agreed that the books show that the 
plant alone had cost that sum. It may be remarked that the account- 
ants agreed that the books did show the latter sum to be the original 
cost of the plant, but they differed upon the question of whether some 
of the items should have been embraced therein. We have already 
stated our reasons for concluding that whatever the company’s books 
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may show, after the plant has existed for so many years, the original 
cost is not, per se, a reliable test of its present value. Other reasons 
might be added, such as failure to do adequate work by costly patented 
articles which would be thrown away. No exceptions have been taken 
by the city to the action of the master in including the toll lines in his 
valuation of the plant. All agree that the toll lines should have been 
included. While we think the master’s valuation is too low, we also 
think that the company insists upon a valuation that is too high. Many 
witnesses testified as to the present value of the plant exclusive of the 
real estate, and several of them had also testifed as to its original cost. 
They differed very widely in their estimates. One of them, out of the 
seven who testified, fixed its value at over $1,770,000, another <t over 
$1,700,000, two at something over $1,600,000, two at about $1,000,000, and 
one at $875,000; and if it were not altogether obvicus that some vf the 
witnesses testified after adequate opportunity to know the facts. and that 
some of them testified without such opportunities, we might average their 
estimates. But we cannot take refuge in any law of uverages in this case 
without being sensible of the manifest injustice oi placing the testimony 
of the two classes of witnesses upon an equal footing. So that, allowing 
for the bias of the witnesses, the one way and the other, arising from 
employment, from partisanship, and from the eagerness of strife, we have 
reached the very deliberate conclusion that the value of the plant itself, 
including toll lines, but excluding the things presently to be mentioned— 


Is and was when this suit was brought at least ................ $1,575,000 
That the supplies on hand are worth .................000e000e 18,000 
And that the working capital should be placed at ............. 33,000 


Making the total value of the company’s property now being used 


Net EARNINGS 


The master, as directed, went into the question of net earnings for 
the four years immediately preceding that in which the ordinance 
complained of was enacted, namely, the years 1905, 1906, 1907, and 
1908. We shall not attempt to ascertain the net annual earnings of 
the company in this city by striking an average for the four years, but 
will assume that the year 1908 (in which the gross earnings were 
greater and the gross expenditures less than in either of the four) 
is that upon which the city probably had the best right to rely as a 
basis for what it did. In 1908 the gross earnings, as shown by the 
master, were the sum of $325,838.30, exclusive of the item presently 
to be noticed. In this sum is included $7,632.11, which represents fifteen 
per cent of all the tolls collected by the company upon all long-dis- 
tance messages sent from this city over the company’s long-distance wires. 
The other eighty-five per cent of such collections were not taken into its 
accounts by the company as part of its earnings in this city. The proof 
renders it entirely clear that the company uniformly contracts with nu- 
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merous other companies, in many of which it has no interest, to handle 
all the toll business between them, so far as it goes over its lines, for a 
compensation fixed upon a basis of fifteen per cent of tolls on outgoing 
messages only, and we are free to say upon the testimony that this 
appears to afford a fair compensation for the service it renders both upon 
outgoing and upon incoming messages, and if this is so in respect to 
outside companies we know of no very good reason why the same rule 
may not be applied here, because very much the larger part of the com- 
pany’s own toll service is over wires and through instrumentalities located 
entirely outside of Louisville, that city furnishing the facilities of a 
terminal point only. The company’s property here contributes only a 
small item in the mass of the property the company actually uses in 
long-distance service over its own lines. These are matters of import- 
ance to be remembered in connection with our duty to ascertain what is a 
fair income upon that part of the company’s property which is located 
at this point. The master concluded, however, that the fifteen per cent 
was not a fair division, and that the other eighty-five per cent, which 
amounted in 1908 to $43,248.70, should also be included in the gross 
earnings of the company here, which, of course, would require it to put 
into any estimate of its earnings upon the property it has in Louisville, 
a great sum which its local property did not in fact earn, but which was 
earned by other property located all over the South. The result of the 
master’s conclusion upon this item was to swell the gross earnings of the 
company at this point from $325,838.30 to $360,087.00. We think that 
neither the testimony nor sound reason will justify all of this addition, 
but while we are extremely doubtful of its correctness we have concluded, 
under the peculiar circumstances of this case, to add to the fifteen per 
cent already included in the gross earnings the further sum of $5,088.08 
to cover the cost of operating here the toll lines extending elsewhere, 
thus allowing for the local work twenty-five instead of fifteen per cent. 
The last-named sum, added to the $325,838.30, will make the gross earn- 
ings for 1908 $330,926.38, instead of $360,087.00, as found by the master. 

In respect to the so-called rentals of the company’s local real estate, 
we have concluded, for the reasons already indicated, that as they were 
included alike in the estimate of gross earnings and gross expenses they 
will offset and balance one another. Strict accuracy, of course, would 
require different treatment, but as allowing them to offset each other 
will accomplish practically the same result as taking them out, we shall 
let them stand, as any difference in result will be quite immaterial. 

The master finds that the total operating expenses of the company for 
1908, though greatly less than those for the three preceding years, were 
$216,363.07. In this is included $86,155.98, the amount which he finds was 
actually expended by the company for what he calls “‘ maintenance and 
reconstruction.” He found the average amount spent for that purpose 
for the four years to be $94,490.19. The company did not therefore 
spend in 1908 the average amount by $8,334.21. Depreciation, calculated 
on the basis of seven per cent on the master’s valuation of the plant, 
viz., $1,355,878.09, would call for $94,911.46 per year, which is $8,755.48 
in excess of the amount actually expended on that account in 1908. The 
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master finds that the net income of the company in 1908 was $150,673.19, 
but when we deduct from the gross earnings as we find them, viz., $330,- 
926.38, the full amount of $216,363.07, found by the master to be the 
gross expenses, we find the apparent net income to be only $114,563.07, 
which would be 6'/:: per cent upon $1,788,000, which we find to be the 
value of the company’s property. Can we accept the $114,563.31 as fairly 
representing the company’s net earnings in 1908, the year always most 
favorable to the city and upon which therefore we have based all our 
calculations? We conceive the answer to this question to depend upon 
the valuation of the plant, and upon how we treat the matter of deprecia- 
tion. While we shall soon come to the latter, we may so far anticipate 
it as to say that if we shall find seven per cent on the present value of the 
company’s destructible property (which we have fixed at $1,575,000) to be 
the proper provision for depreciation, the difference between that sum, viz., 
$110,250.00, and the $86,155.98 which was actually spent for depreciation 
in 1908 will be $24,095.02, which would reduce the net earnings to $90,- 
468.29, equal to 5*°/:: per cent on the value of the company’s entire prop- 
erty here. If we estimate the seven per cent on the original cost of the 
plant as it was found by the master, viz., $1,506,531.21, we find the differ- 
ence between $105,457.19, the sum thus produced, and the $86,155.98 to be 
$19,301.20. This would reduce the net earnings to $096,262.11, which 
would be 5°/:7 per cent on the value of the company’s property. Of 
course the amount needed to restore the values lost by depreciation neces- 
sarily varies from year to year because some parts of the plant have 
shorter life than others, but we have reached a point where we must 
ascertain what proportion of the earnings should, for the future, be 
allowed for restoring values to be lost by the termination of the life of 


the plant. 


DEPRECIATION 


[5] In other words, it has now become essential that we shall con- 
sider the question of depreciation. In Knoxville v. Water Co., 212 
U. S. 13, 14, 29 Sup. Ct. 152 (53 L. Ed. 371), the court said: 


“ Before coming to the question of profit at all the company is entitled 
to earn a sufficient sum annually to provide not only for current repairs 
but for making good the depreciation and replacing the parts of the 
property when they come to the end of their life. The company is not 
bound to see its property gradually waste, without making provision out 
of earnings for its replacement. It is entitled to see that from earnings 
the value of the property invested is kept unimpaired, so that at the end 
of any given term of years the original investment remains as it was at 
the beginning. It is not only the right of the company to make such a 
provision, but it is the duty to its bond and stockholders, and, in the case 
of a public service corporation at least, its plain duty to the public. If a 
different course were pursued the only method of providing for replace- 
ment of property which has ceased to be useful would be the investment 
of new capital and the issue of new bonds or stocks. This course would 
lead to a constantly increasing variance between present value and bond 
and stock capitalization—a tendency which would inevitably lead to 
disaster either to the stockholders or to the public, or both. If, however, 
a company fails to keep the investment unimpaired, whether this is the 
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result of unwarranted dividends upon over issues of securities, or of 
omission to exact proper prices for the output, the fault is its own.” 


[6] A very intelligent witness—George Wilkinson—in his deposition 
said: 
“ Depreciation may be defined as the loss in value of some destructible 
property over and a ~ current repairs.” 


We accept this as a sufficiently accurate definition of that form of 
depreciation which now concerns us. What sum should, year by year, 
be set apart to resupply values lost in the current depreciation of what 
may be called the company’s working plant is not always a matter of 
easy solution. The testimony upon the subject in this instance is some- 
what conflicting, and the opinions of the witnesses do not altogether 
agree. The master expressed his own conclusions as foliows: 


“In view of the foregoing, I find that the fair and reasonable amount 
or proportion of annual income of complainant that should be set aside 
as a substantial provision and allowance for depreciation of complainant’s 
plant and property employed in its business in Louisville, and including 
everything except cash working capital and supplies, would be an amount 
equal to seven per cent of the value of the plant, as above limited, and 
that the amount expended annually for maintenance ard reconstruction 
of the plant should be deducted from the seven per cent fund.” 


It is obvious that the last clause of what he says makes it difficult to 
understand his findings, and especially difficult to reduce it to a percent- 
age which will apply to the future. These difficulties, however, are some- 
what moderated when we find that the master himself appears to have 
figured depreciation upon the basis of about seven per cent of his valua- 
tion of the property, and we shall go upon the idea that he meant to find 
that seven per cent was proper. If any of the exceptions reach this find- 
ing, the question to be considered is, What proportion of the company’s 
annual earnings shall, in the language of the Supreme Court, which we 
have just quoted, be set aside “for making good the depreciation and 
replacing the parts of the property when they come to the end of their 
life?” This provision is altogether apart from and beyond current re- 
pairs. 212 U. S. 12, 29 Sup. Ct. 152 [53 L. Ed. 371]. It is apparent from 
the record that persons in the telephone business use the words “ re- 
construction” and “depreciation” almost if not quite interchangeably, 
so far as money spent or to be spent is concerned. In their art the two 
things are substantially the same from that standpoint. This being so, 
we avail ourself of the labor of Prof. D. C. Jackson, whose very intelli- 
gent report to the Massachusetts Highway Commission was read as 
testimony. He says: 

“The appraisal affords information on which your honorable body 
can decide how much money the company should be allowed as return on 
its investment, and how much it should be reasonably expected to expend 
on the average per year for reconstruction for the purpose of maintaining 
the plant, against the ravages of age or the obsolescence incident to in- 
ventions and other causes for improvements and changes in the art. 


Whether the return on investment is ultimately to be figured on the out- 
standing stocks and bonds of the company or on the value of the plant, 
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the sum that must be allowed for reconstruction is unquestionably de- 
termined by the actual existing values of the different kinds of property 
composing the plant, which values are shown by the appraisal. 

“This reconstruction is called for on account of several factors. The 
rotting of poles so that they must be replaced, the deterioration of con- 
duits, cables and wires so that they must be replaced, and the other effects 
of the elements and of use on every part of the plant ultimately bring 
nearly all parts of the telephone plant to a point where their further use 
is impracticable without rebuilding, however well cared for and carefully 
kept up by current repairs they may be. The part of the plant affected 
must then be bodily replaced. The advances occurring through improve- 
ments in the art also make an important factor in the telephone business 
which demands the remodeling or the bodily replacing of parts of the 
plant from time to time before their natural life is run. A third factor 
is introduced by the action of municipal and other boards who may 
order improvements of streets and roads, as by ordering good pole lines 
removed to alleys or wires placed underground. None of these factors 
can be cared for out of a uniform appropriation such as may cover ordi- 
nary repairs; and the cost of making good after special attacks of the 
elements, such as damage of pole lines from sleet storms, the effects of 
forest fires, etc., is still more capricious in its occurrence. Nevertheless, 
these expenditures must be made out of current receipts year by year or 
the capital of the company is bound to become impaired. For this pur- 
pose, the average rate of reconstruction likely to be required over an 
extended period of years must be figured on the basis of experience, and 
a corresponding sum of money should be set aside each year to be ex- 
pended in reconstruction or operating plant as the conditions require it. 
Less than this amount may be used in some years and more in other 
years, but the amount to be taken from the gross receipts each year for 
this purpose should be fixed upon an average determined by the extent 
and value of each kind of plant in the complete system. As a result of 
our study of the complete plant, we have applied percentages to each 
kind of construction involved, giving consideration to first cost, rate of 
depreciation, probable effects of rate of changes in the art and the acts 
of municipal bodies, special misfortunes caused by the elements, and also 
giving consideration to any salvage that might be recovered from dis- 
carded plant. The consideration of these various factors is based on 
experience in telephony and electric lighting of the past and as much 
judgment of the future as may be brought to bear. In this way we ar- 
rive at a figure for the average yearly reconstruction account for the 
property used in Massachusetts business, which is equal to 7.3 per cent 
of the value of such property exclusive of land, general supplies, and 
working capital (net current assets and cash on hand).” 


As the conclusion of the master is not clearly stated in simple form, 
but is somewhat complicated by the qualification of his finding intro- 
duced in its last clause, we have concluded to reconcile any differences 
of opinion developed by the testimony by finding, as we now do, that 
a reasonable amount to be set apart in this climate for making good de- 
preciations is seven per cent of the value of the company’s plant, exclu- 
sive of real estate, working capital, and supplies on hand. We think 
the testimony clearly leads to the conclusion that the average life of 
the combined elements which make up the plant is about fourteen years, 
and we shall act upon that theory. The real estate and the working cap- 
ital of the company are not subject to such depreciation as that now 
in question. In estimating depreciation we shall, therefore, reckon it 
at seven per cent on $1,575,000, which we have found to be the value of 
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the destructible parts of the plant. In reaching this conclusion we have 
borne in mind that the past is fixed. We cannot change it. But tak- 
ing the company’s plant as it now is and as it probably will become 
in the future, and remembering that the value of its real estate and 
working capital will almost certainly not depreciate at all, the problem 
has been to ascertain what per centum of the earnings of the company 
will be required to keep what is called its plant always in as good con- 
dition as it is now or as it may become. Of course our estimate could 
not be based upon the proposition that the per centum set apart to 
cover depreciation would be deposited in bank or loaned out from year 
to year so as to accumulate and be on hand at the end of fourteen years, 
and to be then used to construct an entirely new plant, and so on from 
period to period. In such a case the public would not only have a service 
that would progressively grow worse until its operations ceased altogether, 
but it would thereafter get no service at all until a new plant replacing 
the old could be completed and put into operation. The question rath- 
er has been, What does experience show to be the proper average per 
cent of annual earnings which the company should expend in order to 
insure that its plant at the end of fourteen years will be as good as it now 
is, and in the meantime render to the public that good service which 
its duty to the public requires. The master, after finding that the cost 
of the plant was $1,506,531.21, finds that its present value is only $1,355,- 
878.09. If this is correct it necessarily indicates that in the past enough 
money has not, from time to time, been expended upon reconstruction 
and reinstatement to make good the depreciation and keep the ever- 
failing parts of the plant up to the standard by resupplying all values 
that have been destroyed. And if this is true, the company’s inadequate 
expenditures in the past do not, per se, furnish a safe guide for the 
ascertainment of what should, in the future, be set aside for deprecia- 
tions. But we think the ten per cent reduction is not sustainable and that 
it is not consistent with other findings of the master, and that if it could 
have been justified at all it must have been either upon the ground that 
seven per cent had not been expended for keeping the plant in good 
condition or upon the ground that seven per cent was not sufficient, even 
if spent, to supply the depreciation. Indeed, if the ten per cent reduction 
were proper, it might well be that eight per cent should annually be set 
aside for depreciation. In our view, however, seven per cent of the value 
of the plant is the proper per cent to allow for depreciation. 


(To be continued) 
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C. P. A. Question Department 


With the January number of THE JouRNAL, John R. Wild- 
man, M.C.S., C.P.A., Professor of Accounting in the New 
York University School of Commerce, Accounts and Finance, 
will take charge of the department for students of accounting. 
Professor Wildman’s wide experience as a practicing account- 
ant, as an instructor in accounting, and as a writer of account- 
ing subjects, gives him peculiar qualifications for this work. 

Under Professor Wildman the students’ department will 
be so broadened as to include a general consideration of the 
principles and the practice of accounting. C. P.A. questions 
and their solutions will still occupy a prominent place, but in 
connection with and as illustrative of the underlying principles 
of accounting rather than as disconnected problems. 

The department is intended to appeal to two classes :— 


(1) Accountants already in practice, or students of the 
subject, who wish to gain a more thorough knowledge of the 
principles and practices of modern accounting. 


(2) Students preparing for C. P. A. examinations or for 
other examinations involving accounting. 


For the first class there will be given a series of original 
problems in connection with which the various legal types 
of business organization will be developed, from the sole pro- 
prietorship, through copartnership and incorporation, to the 
holding company. Into this framework will be interwoven 
the principles of accounting, showing as the work proceeds 
the evolution of the modern financial statement, and the re- 
lation of accounting to the allied subjects, such as economics, 
law, finance, and business organization generally. 

For those who are preparing for C. P. A. examinations this 
work will be supplemented by a carefully selected list of 
typical C.P.A. questions with answers, together with an 
equally varied selection of practical problems; the aim being 
to give a knowledge of the principles involved rather than 
to present solutions of stock problems. The subject matter 
of this department will, as it is developed, give a well-rounded 
and harmonious course in accounting, which should prove of 
exceptional interest and value to students of the subject. 
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Professional Education in Accountancy 


Affords training for the practice of a new and uncrowded profession, and for 
greater capacity and earning power in private employment. A course, to meet 
the requirements of the official New York C. P. A. Syllabus, and those of other 
states, should provide for comprehensive instruction in Accounting, in both 
Theory and Practice, in Auditing, and in Law. The requirements are met in the 
highest degree by the original lectures, text and methods used in the schools 
hereinafter named. 


Resident Schools 


A two-year professional course, preparing for practice and for examinations 
for the degree of C. P. A., is given in each of the following resident schools of 
Accountancy: New York Institute or Accountancy, Geo. E. Beck, Educa- 
tional Director, 215 West 23d St., New York; THE AccounTANCY INSTITUTE OF 
Brooktyn, Milton J. Davies, Educational Director, 11 Bond St., Brooklyn; 
BALTIMORE INSTITUTE OF AccoUNTANCY, Ralph R. Blackney, Educational Direc- 
tor, Baltimore, Md.; WasHincton ScHoot or Accountancy, Myron Jermain 
Jones, Educational Director, Washington, D. C.; Los ANGELES INSTITUTE OF 
Accountancy, Lloyd B. Austin, Educational Director, Los Angeles, Calif.; New 
Jersey ScuHoot or Accountancy, H. A. Townsend, Educational Director, Newark, 
N. J.; CLEVELAND Scuoot or Accountancy, O. M. Miller, Educational Director, 
Cleveland, O.; Burrato Scuoot or Accountancy, J. Gustav White, Educational 
Director, Buffalo, N. Y.; Dztrorr Tecunicat Instirute, W. B. Van Akin, Di- 
rector, Detroit, Mich. 


Extension Instruction 


Extension Instruction is that by which institutions of learning extend their 
activities beyond the class-room, and presupposes successful resident teaching. 
With the reputation of resident schools to maintain, Extension Instruction must 
be carried on in such a way as to produce results similar to those obtained in 
resident schools. 

The resident course is given by Extension for the benefit of those unable to 
attend resident schools, with privilege of transfer to resident courses with credits 
for work accomplished and tuition paid, by Pace INstITUTE oF ACCOUNTANCY, 
Hudson Terminal, 50 Church St., New York. 


A 70-page catalogue with full detail will be furnished upon application. Ad- 
dress inquiries for resident school catalogues to respective Educational Directors, 
and for Extension catalogue to Pace INstiTruTE or AccounTANCY, Hudson Ter- 
minal, 50 Church St., New York. 
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To Those Interested in 
C. P. A. Examinations 


LL but one of the successful candi- 
dates in two of the recent Illinois 
State Examinations for the degree of 


CERTIFIED PUBLIC ACCOUNTANT 


received their instruction under Mr. Seymour 
Walton, the Dean of this School. The one ex- 
ception was already a Chartered Accountant. 


This is a record unsurpassed by any other school 
of accountancy, and proves conclusively that our 
courses are just what you need to successfully 
prepare yourself for the C, P. A. examination. 


Send to-day- for our booklet describing our 
advanced accounting and commercial law courses. 
It will show you the method of teaching which 
made it possible to produce such successful re- 
sults. 


SEYMOUR WALTON, C.P.A., Dean 


WALTON SCHOOL OF ACCOUNTANCY 


127 So, Michigan Blvd., Chicago, Ill. 


ACCOUNTANT WANTED 


For position with out-of-town public 
accountant in this state. Age 30 to 45 
years, and with at least five years’ experi- 
ence as a public accountant. State how 
employed for last ten years. Address 
E. S., JouRNAL OF ACCOUNTANCY. 


POSITION WANTED 


Experienced junior accountant, thor- 
oughly reliable, college education, 
unquestionable references, wishes per- 
manent employment with firm of 
public accountants where a chance of 
advancement is offered to the right 
man. Address M. W., JOURNAL OF 
ACCOUNTANCY. 


THE UNIVERSITY OF CHICAGO 
Correspondence-Study Dept. 
HOME -: One thus do part art work foro 


lor ntary many 
tor’ itor Teachers, Writers, Accountants, 
en, Ministers, Social Workers, 


19th Year of C.. ( Div. w) Chicago. Ill. 


Specially ruled ANALYSIS paper for certified 
public accountants carried in stock. 
Samples and prices on application 


Also blanks and account books of every description printed to order. 


THE HENRY 0. SHEPARD COMPANY 
624-632 S. Sherman Street CHICAGO, ILL. 


Press Clippings 


are used nowadays by every up-to-date business man; they bring 
you in constant touch with all public and private wants and supply you 
.¢ ) with news bearing upon any line of business. 

We read for our subscribers all the important 

papers published in the United States and abroad 
If you have never used Press Clippings drop us a postal and 
we will show you how they can be of advantage to you. 

Write for booklet and terms. 


ROMEIKE, Inc.., 106-110 Seventh Ave., New York, N. Y. 
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CONTENTS FOR DECEMBER, 1911 


The Man in the Ranks—How He Benefits Through PAGE 


Scientific Management 
By Emest S. Suffern ° ° 565 


A Municipal Cost System 


The Fallacy of Including Interest and Rent as a 
Part of Manufacturing Cost 
By A. Lowes Dickinson. ‘ 588 


The Development of Mercantile Instruments of Credit in the 
United States 


Editorial 

The Journal - ‘ ‘ ‘ 608 

Big Business and Monopoly - . . . . . 609 
Announcements . ‘ ‘ 612 
Support for the Corporation Tax Amendment 614 
New Legislation in New York State. : 617 


THE JOURNAL OF ACCOUNTANCY is the organ of the professional accountants of the United States. 
In its articles and editorial columns it treats, from the accountant’s point of view, of business problems znd conditions. 

The editors will be glad to receive and to consider for publication articles from well-informed persons, and 
will welcome especially contributions from public accountants. The manuscript of articles not available for 
publication will be returned on request. 

The publishers of THE JOURNAL OF ACCOUNTANCY are also prepared to supply any book which 
is directly concerned with accountancy or with business methods. Requests for information regarding business 
literature of any kind addressed to the Inquiry Department will receive prompt attention. 
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BOOKS WE RECOMMEND 


| Each One Preeminently the Best in Its Particular Field 


‘THE SCIENCE OF ACCOUNTS-— By H. C. Bentley, C.P.A. 


Ten years of public accountancy experience brought to bear on the problems of the 
accounting department. The only book in which is found a complete presentation 
of modern accounting principles. An invaluable work for the practical accountant. 


392 pages. Buckram. Price, $3 postpaid. 
DICKSEE’S AUDITING—By Robert H. Montgomery, C.P.A. 


The acknowledged authority on Auditing in America and England. Covers: 1. 
Auditing—Up to the Trial Balance; 2. Methods of Account; 3. Special Considera- 
| tions in Different Classes of Audits; 4. Auditing—from Trial Balance to Balance 
Sheet; 5. Forms of Accounts and Balance Sheets; 6. What Are Profits? 7. The 
Attitude of the Auditor; 8. The Liability of Auditors; 9. Investigations; 10. In- 
) terest; 11. Professional Ethics; 12. The U. S. Corporation Tax Law. More than 

100 pages devoted to forms, with paragraphs of suggestions for practical use. En- 
| larged and Revised Authorized American Edition. 586 pages. December 1909. 
Durable Cloth. Price, $5 postpaid. 


THE PHILOSOPHY OF ACCOUNTS 
By Charles E. Sprague, Ph.D., C.P.A. 


The underlying principles of accountancy shorn of traditional observances. The best 
book for advanced students and bookkeepers who wish to gain a real insight into the 
basic principles on which accountancy rests. The book also contains many prac- 
tical suggestions for the formation, management and verification of accounts. 161 
pages. 1910. Cloth. Price, $3 postpaid. 


ACCOUNTANCY PROBLEMS 
By Leo Greendlinger, M.C.S., C.P.A. 


Volumes Iand II. Contains the latest C.P.A. questions and problems, together with 
| authoritative answers and solutions. The questions and problems are so selected 

and arranged as to cover the important difficulties and principles of present-day 
accounting science. A special section is devoted to a full treatment of legal points 
involved in corporation accounting. For students preparing for C.P.A. examinations, 
these books will be found invaluable and the only attainable works which really 
supply their requirements. Volume I, issued in 1908, has gone through three editions. 
Volume II, just issued, gives additional problems and discussions of the same valu- 
able nature. Vol. I, 390 pages. Vol. II, 450 pages. Price, $5 per volume postpaid. 


FACTORY COSTS—By Frank E. Webner, C.P.A. 


| The entire subject of cost accounting in detail, with principles and practical 
applications. The best ideas gathered from twenty years of the author’s study 
and solution of factory costs problems. The boiled-down knowledge of a practical 
cost-accounting specialist, giving the vital details of the cost-accounting practice 
of to-day. Every fact arranged for easy, quick reference. Over 200 forms. 611 
pages. tg1r. Buckram. Price, $6 postpaid. 


Special Circulars of Any of the Above Books and Our 16-Page Price 
List of Accounting and Business Books Sent on Application 
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The American Association of Public Accountants i 


List of Officers, Trustees, and Committees 


1910-1911 
OFFICERS 
Edward L. Suffern, New York. 1 
Vice-Presidents: 
California State Society of Certified Public Accountants...... G. R. Webster, San Francisco. : 
Colorado Society of Certified Public Accountants............ J. H. Kingwill, Denver. 
Connecticut Society of Certified Public Accountants. ... . Frederick W. Childs, Greenwich. 
Georgia State Association of Public Accountants. ........... J. Haltiwanger, Atlanta. 
Illinois Society of Certified Public Accountants............. Ernest Reckitt, Chicago. 
Kentucky Association of Public Accountants............... W. S. Parker, Louisville. 
Louisiana Certified Public Accountants, The Society of........ Henry Daspit, New Orleans. 
Maryland Association of Certified Public Accountants....... Ferdinand . Brauns, Baltimore. 
Massachusetts, Incorporated Public Accountants of... .. . .Charles H. Tuttle, Boston. 
Michigan Association of Certified Public Accountants....... Norval A. Hawkins, Detroit. 
Minnesota Society of Public Accountants............... .H. M. Temple, St. Paul. 
Missouri Society of Certified Public Accountants............ Francis A. Wright, Kansas City. 
Montana State Society of Public Accountants......... .Donald Arthur, Butte. 
New Jersey, Society of Certified Public Accountants of the 
New York State Society of Certified Public Accountants. ... . enry R. M. Cook, New York. 
Ohio Society of Certified Public Accountants, The........... E. S. Thomas, Cincinnati, 
Oregon State Society of Public Accountants... .. .......W. R. Mackenzie, Portland. 7 
Pennsylvania Institute of Certified Public Accountants... ... . James W. Fernley, Philadelphia. 
Rhode Island Society of Certified Public Accountants........ George R. Lawton, Fall River. - 
Tennessee Society of Public Accountants................... Homer K. Jones, Memphis. 
Virginia Society of Public Accountants, Inc................. Henry B. Boudar, Richmond. 
Washington Society of Certified Public Accountants... .......Geo. Shedden, Tacoma. 
Wisconsin Association of Public Accountants...............Henry Schneider, Milwaukee. 
TRUSTEES 
AUDITORS 
STANDING COMMITTEES 
The President, Chairman......... New York W. Sanders Davies, Chairman....New York 
New York Alexander Aderer................. New York 
New York COMMITTEE ON By-Laws: 
Alexander Cooper, Chairman. . . . Illinois 


There is a provision for an Arbitration Board, which will be appointed as occasion may arise. 
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; are used nowadays by every up-to-date business man; they 
bring you in constant touch with all public and private wants and 
supply you with news bearing upon any line of business. 


We read for our subscribers all the important 
papers published in the United States and abroad. 


If you have never used 
Press Clippings 
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FACTORY ORGANIZATION AND COSTS 


By J. LEE NICHOLSON, CP.A. 


Every element of cost-finding that would be of value to a manufacturer or cost- 
accountant will be found in this book. 

A synopsis of the contents will help one to realize the special advantages to be 
obtained from reading the chapters of a work which is recognized as the peer of cost- 
accounting literature. 

Organization and cost-finding; Wage systems; Analysis of costs and accounting; 
Distribution of Indirect expenses; Forms and systems; How to select forms and designs; 
Purchase requisitions; Purchase orders; Reports of material received; Stock records— 
raw material; Production order; Material requisition; Time tickets; Pay roll and dis- 
tribution sheets; Production Reports; Finished Product; Costs records, Defective 
work reports; Statement of Factory expenditures; Operating ledger; Billing system, 
sales-credit certificate; Register of sales and costs; Accounts-payable vouchers; Register 
of accounts payable; Check voucher; General forms; Drawing, pattern and equipment 
records; Inventory of material forms; Sales reports and analysis; estimated-cost systems ; 
Departmental-cost systems; special-order systems; product systems. 

It also contains several chapters on the latest mechanical devices which are an aid 
to an efficient organization. 

It has 317 illustrations of forms that are used in practice throughout the country. 

The price of this book is $13.00, postpaid. Book Dept. Facto. 


THE ACCOUNTANCY PUBLISHING COMPANY, 


THE NEW EDITION OF THE 


Text Book of The Accountancy of Investment 


tho carefully revised, was found to require but slight changes. Yet the method (pp. 82, 83) 
of finding the income basis of a bond at a given price and time, even to the millionth of 
one per cent, is well worth studying. It is something not before accomplisht. It re- 
quires, however, the use of the author’s 


COMPLETE BOND TABLES 


as a basis. The Text Book has also a new presentation of “Quarterly Coupons at semi- 
annual basis” (pp. 125-127). 


The Philosophy of Accounts sells more and more widely. 
Logarithms to 12 Places sells slowly—as yet. But those who have it prize it. 


Text Book of the Accountancy of Investment; $4.00. The Philosophy of Accounts; 
$3.00. Logarithms to 12 Places; $3.00. Bond Tables; $10.0c. Amortization; soc. 


Address with remittance: 


CHARLES E. SPRAGUE 
40th Street and 6th Avenue NEW YORK, N. Y. 
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JOURNAL 


SPECIAL OFFER TO ACCOUNTANTS 


# Boe JourNAL has on hand extra copies of Volume VIII—May ’og to 
October ’o9—of THE JouRNAL OF ACCOUNTANCY. ‘These are hand- 
somely bound in Buckram with Leather Labels, Gilt Lettering, contain 476 
pages, and sell ordinarily at $2.50 per copy. These extra copies, complete 
in every respect, will be sent postpaid for $2.00. | 


Among the many valuable and interesting articles contained in Vol- 
ume VIII, may be mentioned the following: 


BRANCH STORE ACCOUNTING—By J. R. Strachan. 
DEFERRED CHARGES TO OPERATING—By W. S. Staub. 
EMBEZZLEMENT AND ACCOUNTABILITY—By Charles E. Sprague. 


LIABILITY FOR UNPAID STOCK SUBSCRIPTIONS—By Arthur W. 
Underwood. 


NEW YORK CITY’S REVISION OF ACCOUNTS fr METHODS~—By 
Harold D. Force. 


SPECIAL PHASES OF CORPORATION LAW—By Charles W. Gerstenberg. 
STATE SUPERVISION OF ACCOUNTING oes Rov Smith. 
THE CLOSE OF AN AUDIT—By Morgan L. Cpoley. 


THE RELATION BETWEEN THE ACCQUNTANT AND THE BANKER 
—By A. Lowes Dickinson. | 


The C. P. A. Department in this volume of THE JouRNAL, conducted 
by Leo Greendlinger, C. P.A., is worthy of special note, containing C. P. A. 


questions and answers for various states, and in addition numerous prob- 
lems of great value to scudents. 


Volume VII! also contains the History of the Corporation Tax Law, 
with comment and discussion by various eminent accountants, | 


THE JourNAt has a few extra copies of other volumes of THE Jour- 
NAL. If your set is not complete, write us and see if we cannot supply | 
the missing volumes. 
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198 BROADWAY NEW YORK 
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Twentieth-Century Education 
For Accountancy 


PRACTICAL 


@ Education for accountancy should 
give the student working knowledge. 
He should know how business is con- 
ducted, how ventures are financed, how 
accounts are kept, audited and sys- 
tematized, how legal difficulties are 
avoided, and other methods that are 
practically useful. More important, 
he must be able to apply this knowl- 
edge. He must be a practitioner. 


CULTURAL 


@ Education for accountancy should also 
give the student mental power. He 
should know the larger principles of 
economics, of finance, of accounts, and 
of law, which underlie the technical 
methods. He should have keenness of 
perception and breadth of mind, so that 
he may solve whatever new problems 
may arise. He must be a thinker. 


NEW YORK UNIVERSITY 
: SCHOOL OF COMMERCE 
ACCOUNTS and FINANCE 


From the beginning the School has attempted to combine these essentials. It 
may not have <ntirely realized the ideal, but every year has brought it nearer. 

The faculty are men of practical experience in the branches they teach. Of the 
accounting department, seven members are C. P. A.’s of the State of New York. 
As classes are held in the evening, students may maintain themselves and obtain 
practical experience by work during the day. 

The regular three-year evening course leading to the B.C.S. degree includes 
nine hundred hours of class room work. Of this amount, 360 hours are required 
in the various departments. A broad training is thus insured. 

Beyond the 360 required hours, the student is permitted to specialize freely. 
Over 60 elective courses are offered. Among them are Statistics, Analysis of Cor- 
poration Reports, Fire Insurance, Real Estate, Investments, Advertising and others. q 

In the field of accounting eleven distinct courses are given. These include aug 
Principles of Accounting, Accounting Practice, Cost Accounts, Executors’ Accounts, 7m 
Corporation Accounts, Philosophy of Accounts, Investment Accounts, Auditing, Ac- “3am 
counting Problems. Accounting Systems, and the like. 

The complete bulletin of the School gives a full description of each course, and 
detailed information about fees, entrance requirements and the like. The secretary 
will gladly send a copy to any address upon request. 


NEW YORK UNIVERSITY SCHOOL OF 
COMMERCE, ACCOUNTS and FINANCE 


JOSEPH FRENCH JOHNSON, Dean 
Washington Square East 


New York City 
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